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SUMMARY
This exposure draft, prepared by the AICPA Board of Examiners, sets forth a number of proposed changes in the 
structure and format of the Uniform CPA Examination. The proposed changes, if adopted, would become effective 
with the May 1990 administration of the Uniform CPA Examination.
These proposed changes are —
• Combining the contents of the current Accounting Theory and Accounting Practice sections, and reallocating 
their subject matter into two new sections.
• Making the Examination comprise only objective items, including objective formats other than multiple choice.
• Shortening the Examination from two and one-half to two days.
Copies of this exposure draft have been sent to —
• Administrators of Accounting Programs
Group
• AICPA Board of Directors
• AICPA Council
• AICPA Education Executive Committee
• American Accounting Association
• Boards of Accountancy
• Federation of Schools of Accountancy
• National Association of State Boards
of Accountancy
• State Licensure Agencies
• State Societies of CPAs
• Individuals and organizations that have
requested copies
EXPOSURE DRAFT
Proposed Changes in the 
Uniform CPA Examination
MARCH 16, 1987
Prepared by the Board of Examiners of the 
American Institute of Certified Public Accountants

A I C P A 1 0 0 
A CENTURY OF PROGRESS 
IN ACCOUNTING 
1887-1987
American Institute of Certified Public Accountants




Accompanying this letter is an exposure draft, Proposed Changes in the Uniform CPA Examination, prepared by 
the AICPA Board of Examiners.
The primary purpose of the Uniform CPA Examination is to test a candidate’s technical competence in the discipline 
of accounting. It is one of several means used by Boards of Accountancy to license CPAs.
The Board of Examiners believes the proposed changes set forth in this exposure draft will, among other things, 
enhance the Uniform CPA Examination’s validity and reliability.
These proposed changes are —
• Combining the contents of the current Accounting Theory and Accounting Practice sections, and reallocating 
their subject matter into two new sections.
• Making the Examination comprise only objective items, including objective formats other than multiple choice.
• Shortening the Examination from two and one-half to two days.
The proposed changes, if adopted, would become effective with the May 1990 administration of the Uniform CPA 
Examination. The Board believes adoption of these proposed changes will lead to the following desirable results:
• The Examination’s content validity will be enhanced because its content coverage will be more extensive.
• Examination time will be reduced.
• Content coverage and Examination time will be allocated to correspond more closely to the activities per­
formed by a CPA who just reaches the level of responsibility for planning and executing a professional 
engagement.
• Content coverage will be more consistent over time.
• Knowledge, skills, and abilities — including diagnostic, analytical, and judgmental — will be tested at levels 
equal to or higher than they are tested within the current structure and format.
• Accuracy and consistency of grading will be improved.
Comments of interested parties on any or all of the proposed changes set forth in this exposure draft are appreciated. 
They should be sent to Board of Examiners, Examinations Division, AICPA, 1211 Avenue of the Americas, New 
York, NY 10036-8775, in time to be received by August 17, 1987. Letters received will be available for public inspection 
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1.1 States and other jurisdictions license certified public 
accountants (CPAs) to safeguard the public welfare. The 
licensure process provides reasonable assurance of the 
professional competencies of persons who perform the 
services for which they are licensed. To receive a license, 
a CPA candidate must satisfy various requirements 
relating to education, experience, and ethical behavior 
and must pass the Uniform CPA Examination, prepared 
by the Board of Examiners of the American Institute of 
Certified Public Accountants (AICPA). The Uniform 
CPA Examination’s primary purpose is to test a can­
didate’s technical competence in the discipline of accoun­
ting. What constitutes the discipline of accounting at a 
particular time and what technical competencies should 
be tested are critical questions. Over the past several years, 
the Board of Examiners has undertaken several projects 
to answer both critical questions, with a view toward con­
tinually ensuring the Uniform CPA Examination’s validity 
and reliability.
1.4 In 1983, the Board established the Task Force on 
Content Validity to continue the validation process. The 
Board’s charge to the task force specified three objectives:
1. To correlate the Content Specification Outlines 
for the Uniform CPA Examination with the 
knowledge, skills, and abilities identified by the 
practice analysis study.
2. To modify, as appropriate, the Content Specifica­
tion Outlines in accordance with the practice 
analysis data and other information acquired.
3. After taking into account the proposed modifica­
tions to the Content Specification Outlines, to 
study the format and structure of the entire Uni­
form CPA Examination from the viewpoint of 
appropriateness for covering the content domain.
1.2 As part of its continuing effort to ensure the 
Uniform CPA Examination’s validity, the AICPA Board 
of Directors authorized a practice analysis study, which 
the Board of Examiners (the Board) started in 1980 and 
completed and accepted in 1983. The findings were 
embodied in the Report of the Practice Analysis Task 
Force (AICPA, September 1983 — later called the Practice 
Analysis Report).
1.3 The primary reason for conducting the practice 
analysis was to ensure the Uniform CPA Examination’s 
compliance with current test and measurement standards 
for content validation. More specifically, the purposes 
of the practice analysis were (1) to document the major 
work segments performed by certified public accountants 
in the practice of public accountancy and (2) to identify 
the knowledge, skills, and abilities necessary to perform 
those work segments by a CPA who just reaches the level 
of responsibility for planning and executing a professional 
engagement.
1.5 Since the first two objectives could be addressed 
independently of, and more expeditiously than, the third, 
the task force developed Report Number 1, dealing with 
objectives 1 and 2. It then developed Report Number 2, 
dealing with the third objective.
1.6 In September 1984, the Board received and 
accepted Report Number 1 and later revised the 1983 
Uniform CPA Examination Content Specification Out­
lines based on recommendations in that report. The 
Revised Content Specification Outlines (AICPA, 
December 1985) became effective with the May 1986 ad­
ministration of the Uniform CPA Examination. In 
October 1986, the Board received and accepted Report 
Number 2 and later developed this exposure draft based 
on recommendations in that report.
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Chapter 2
SUMMARY OF PROPOSED CHANGES 
AND IMPLEMENTATION MATTERS
2.1 The Board proposes the following changes in the 
structure and format of the Uniform CPA Examination 
(the Examination). If adopted, these changes would 
become effective with the May 1990 administration of 
the Examination, which the Board believes will provide 
jurisdictions with a reasonable lead time to amend their 
statutes or regulations, if necessary. The changes would 
supersede the information in the seventh edition of 
Information for CPA Candidates.
2.2 The Board believes adoption of these proposed 
changes will lead to the following desirable results:
• The Examination’s content validity will be en­
hanced because its content coverage will be more 
extensive.
• Examination time will be reduced.
• Content coverage and Examination time will be 
allocated to correspond more closely to the ac­
tivities performed by a CPA who just reaches the 
level of responsibility for planning and executing 
a professional engagement.
• Content coverage will be more consistent over 
time.
• Knowledge, skills, and abilities — including 
diagnostic, analytical, and judgmental — will be 
tested at levels equal to or higher than they are 
tested within the current structure and format.
• Accuracy and consistency of grading will be 
improved.
PROPOSED CHANGES
2.3 The Examination would consist of the following 
four separately scored sections:
• Accounting and Reporting — A 
(Business Enterprises)
• Accounting and Reporting — B




Appendix A presents specimen Content Specification 
Outlines for each of these sections.
2.4 The Examination would comprise only objective 
items, including objective formats other than multiple 
choice.
2.5 The Examination would be administered over a 







Business Law 2½ Day One
9:30 a.m.
Accounting and Day One
Reporting — A 4½ 1:30 p.m.
Accounting and Day Two
Reporting — B 4 8:30 a.m.




2.6 To effectively implement these proposed changes 
in the Examination’s structure and format, the Board 
will —
• Continue the practice of reporting to boards of 
accountancy advisory scores on a scaled basis of 
zero through 100, with an adjusted score of 75 set 
as the passing point, but will discontinue the prac­
tice of not assigning advisory scores from 70 through 
74.
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Recommend to the 54 boards of accountancy that 
candidates having conditional credit at the effec­
tive date of the new structure be awarded condi­
tional credit in accordance with paragraph 5.4 of 
this exposure draft.
Recommend that the Model Public Accountancy 
Bill (AICPA/NASBA 1984) be modified to reflect 
the changes in the Examination’s structure and 
to permit flexibility in the number of administra­
tions during a year.
Provide Examinations Division staff and Board 
subcommittee members with more extensive con­
tinuing education and more extensive training in 
item writing and evaluation, and provide staff with 
more formalized training and continuing educa­
tion in the content areas of the Examination for 
which they are responsible.
Develop new sources of items and increase the 
number of item writers.
Conduct periodic practice analysis studies so that 
the Examination continues to reflect the evolving 
practice of CPAs as it relates to licensure 
requirements.
Continue the publication of Examination Ques­
tions and Unofficial Answers.
3
Chapter 3
RESEARCH PERFORMED AND ISSUES EVALUATED
3.1 The Board developed the proposed changes set 
forth in this exposure draft based on the following 
activities:
• The results of the Practice Analysis Report and 
content coverage of recent Examination ad­
ministrations were studied and evaluated.
• The feasibility of replacing essay questions and 
problems with objective items was studied.
• Several models for the Examination’s structure 
were evaluated.
• The accountancy statutes and regulations of the 
54 jurisdictions were reviewed, and legal counsel 
was consulted regarding the effect of the proposed 
changes on Examination specifications.
• Literature pertaining to the Examination was 
reviewed.
• Literature pertaining to licensure and testing was 
reviewed, and test and measurement experts were 
consulted.
• The historical use of objective items on the 
Examination was reviewed.
• National professional licensure examinations were 
surveyed.
• The procedures used to grade the Examination’s 
essay questions and problems were reviewed.
• Issues regarding the Examination’s structure and 
format were discussed with various interested 
parties.
• The feasibility of changing the Examination’s tim­
ing and frequency was considered.
RESULTS OF THE PRACTICE ANALYSIS REPORT
3.2 A study and an evaluation were made of informa­
tion relating to the 269 areas of knowledge, skills, and 
abilities (KSAs) identified in the Practice Analysis Report 
as being necessary for a CPA who just reaches the level 
of responsibility for planning and executing a professional 
engagement (Appendix B lists these KSAs). The study 
and evaluation focused primarily on two sets of data in 
the Practice Analysis Report to determine (a) the KSAs 
that should be included in the Examination’s content do­
main and (b) how extensively these KSAs should be tested.
3.3 The first set of data evaluated was the list of KSAs 
necessary to perform specified work segments. A KSA 
was classified in the Practice Analysis Report as being 
necessary to carry out a particular work segment if more 
than half the CPAs responding so indicated. Not retained 
or included were 36 KSAs because they did not meet the 
criteria accepted by the Board in Report Number 1.
3.4 Also, the Board adopted the position that the 
Examination should test only the KSAs unique and cen­
tral to the practice of public accountancy — that is, the 
KSAs for which the public would expect a CPA to possess 
a level of expertise higher than that of a non-CPA. To 
that end, four of the remaining 233 KSAs — writing, 
oral communication, research, and interpersonal skills 
— were not retained or included, because they are general 
skills not unique to the practice of public accountancy. 
Therefore, they are considered outside the Examination’s 
scope, even though they were evaluated as important and 
necessary in the practice analysis study. Generally, educa­
tional training is relied on to ensure minimum compe­
tency for these KSAs. This position is consistent with 
the practice of most national professional licensure 
examinations.
3.5 The 229 KSAs retained and included in the Exam­
ination’s content domain were presented in Report 
Number 1.
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3.6 The second set of data evaluated consisted of the 
responses to questions posed about each KSA’s frequen­
cy, importance, and need. The Practice Analysis Report 
specified the mean rating calculated for each KSA’s fre­
quency, importance, and need. A weighted composite of 
the three means was computed from the data base used 
to develop that report. The mean need ratings and 
weighted composite ratings were used to rank the KSAs 
within each content classification and to assist in deter­
mining the extent to which the Examination should test 
each KSA. Appendix B summarizes the linkages of KSAs 
with work segments, as well as the need and composite 
ratings of the KSAs.
3.7 As a result of those evaluations, the Content 
Specification Outlines were revised, effective with the May 
1986 administration of the Examination. After the Con­
tent Specification Outlines were revised, the weight to 
be given each content area in each of the Examination’s 
sections and the time to be allotted to testing the various 
areas in the content domain were determined. To ac­
complish these objectives, the following were evaluated:
• The linkage between the KSAs needed to perform 
required tasks and the Revised Content Specifica­
tion Outlines.
• The ranked need and composite ratings.
• The relationship between the KSAs included in the 
Examination’s content domain and the following 
content classifications: financial accounting, 
federal taxation, governmental and not-for-profit 
accounting, managerial accounting, auditing, and 
business law.
• The extent to which each content group in the Con­
tent Specification Outlines was covered on the past 
10 Examination administrations (May 1982 to 
November 1986).
• The time allotted to examining the content do­
main with multiple choice items and essay ques­
tions and problems.
• The amount of content overlap between the Ac­
counting Practice and Accounting Theory sections.
• The degree of redundancy of concepts tested 
within a single essay question or problem.
• The effect of the May 1986 revision of the Con­
tent Specification Outlines on the Business Law 
section’s content domain.
• The correlations among sections, as well as be­
tween the essay/problem and multiple choice parts 
on each of the Examination administrations from 
May 1983 to November 1985.
• Methods to determine the number of objective 
items necessary to maintain total test reliability 
at current levels.
REPLACING ESSAY QUESTIONS AND 
PROBLEMS WITH OBJECTIVE ITEMS
3.8 On the advice of test and measurement experts that 
the Examination should comprise only objective items, 
the feasibility of replacing essay questions and problems 
with objective items was studied.
3.9 Four sets of objective items that might appear on 
an all objective Examination were developed and 
evaluated. Each set, illustrated in Appendix C — Part 
1, shows how concepts previously tested on an essay ques­
tion or in a problem could be tested in an objective format.
SEVERAL MODELS FOR THE 
EXAMINATION’S STRUCTURE
3.10 The Examination now consists of four separately- 
scored sections administered in five sessions over a two 
and one-half day period. It is administered twice each 
year, in May and November. The Examination’s four 
sections cover the following subjects: Accounting Prac­
tice, Accounting Theory, Auditing, and Business Law.
3.11 The Board evaluated the following six models 
before proposing a change in the Examination’s structure:
• Continuing the present structure.
• Continuing the present structure, but assigning one 
total score to the entire Examination.
• Restructuring into two sections by combining the 
current Accounting Practice and Accounting 
Theory sections into one section, and the current 
Auditing and Business Law sections into another.
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• Restructuring into three sections, combining the 
current Accounting Practice and Accounting 
Theory sections into one section and retaining the 
current Auditing and Business Law sections. “Pro­
fessional Responsibilities” would be transferred 
from the Auditing section to the Business Law 
section.
• Restructuring into three sections: (a) Accounting 
and Reporting — A (Business Enterprises); 
(b) Accounting and Reporting — B (Taxation; 
Managerial; and Governmental and Not-for-Profit 
Organizations); and (c) Auditing and Business 
Law.
• Restructuring into four sections: (a) Accounting 
and Reporting — A (Business Enterprises); 
(b) Accounting and Reporting — B (Taxation; 
Managerial; and Governmental and Not-for-Profit 
Organizations); (c) Auditing; and (d) Business 
Law.
ACCOUNTANCY STATUTES AND 
REGULATIONS AND LEGAL COUNSEL
3.12 The legal environment of licensure examinations 
was studied, with specific focus on the licensure of CPAs. 
The following were reviewed:
• The Examination requirements of the 54 
jurisdictions.
• The conditioning requirements of the 54 jurisdic­
tions and the unique aspects of their statutes and 
regulations.
• The various components of licensure that jurisdic­
tions use to safeguard the public welfare.
• Legal challenges to licensure examinations.
• Advice of legal counsel on various aspects of the 
proposed Examination changes to determine their 
effect on accountancy statutes and regulations.
LITERATURE PERTAINING 
TO THE EXAMINATION
3.13 The AICPA’s Accountants’ Index was searched 
to identify literature pertaining to the Examination. This 
search identified many journal articles; reports by com­
mittees of the AICPA/National Association of State 
Boards of Accountancy (NASBA), and American 
Accounting Association; and other documents. Appen­
dix D identifies the materials reviewed.
LITERATURE PERTAINING TO LICENSURE 
AND TESTING AND ADVICE OF TEST AND 
MEASUREMENT EXPERTS
3.14 Literature that focused on aspects of testing rele­
vant to licensure was reviewed. The literature, identified 
in Appendix E, addresses several issues: (1) current pro­
fessional standards for licensure examinations, (2) testing 
issues related to licensure, and (3) the use of objective 
items and essay questions in examinations.
3.15 In addition, experts in the test and measurement 
field were consulted to answer questions, clarify technical 
points, and provide guidance on the possible effects of 
any proposed changes on the Examination’s integrity.
HISTORICAL USE OF OBJECTIVE 
ITEMS ON EXAMINATION
3.16 At present, 60% of each Examination section com­
prises four-option multiple choice items and 40% com­
prises extended response items (problems in the Account­
ing Practice section and essay questions in the other three 
sections). The proportion of the Examination compris­
ing multiple choice items has increased over the last 
decade. To better understand this evolution, the historical 
use of objective items on the Examination was reviewed. 
Appendix F presents a brief history of the Examination’s 
use of objective items.
NATIONAL PROFESSIONAL 
LICENSURE EXAMINATIONS
3.17 A survey was conducted in 1985 of 12 professions, 
including public accountancy, to obtain information 
about licensure examination practices. Questions were 
asked about frequency of administration, format, con­
ditioning requirements, and psychometric indexes used 
to evaluate the examinations. The responses were used 
to provide a broader context for the proposed changes 
set forth in this exposure draft and to determine prac­
tices the Board should consider for adoption on the 
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Examination. Appendix G presents the results of the 
survey, which indicate that the Examination is the only 
national licensure examination surveyed that uses essay 
questions. Some jurisdictions, however, supplement na­
tional licensure examinations with additional objective 
items or with essays, simulations, or clinical trials, to 
satisfy individual requirements of those jurisdictions.
3.18 The survey found that multiple choice and related 
variations are the predominant item formats used. Two 
other objective item formats are used: (1) sequential 
problem-solving items, which require special materials 
— that is, either special paper and chemical pens, or com­
puter technology; and (2) machine-scorable free response 
items, for problems requiring numerical answers. Sequen­
tial problem-solving items (known generally as “clinical 
management problems”) have been used most extensive­
ly in Part 3 of the National Board of Medical Examiners 
examination and will soon be introduced in computer- 
administered versions of other licensure examinations, 
such as veterinary medicine and psychology.
GRADING PROCEDURES FOR
ESSAY QUESTIONS AND PROBLEMS
3.19 The procedures used to grade candidates ’ answers 
to the Examination’s essay questions and problems were 
reviewed. In accordance with accepted psychometric stan­
dards, graders are required to follow a detailed grading 
guide for each essay question and problem. The guides, 
which consist of 10 to 25 specific technical concepts for 
each essay question and problem, are developed by the 
appropriate Board subcommittees. Use of grading guides 
ensures maximum consistency in the production grading 
of the more than 800,000 essay and problem answers 
scored for each administration. Writing and organiza­
tional skills generally are not assessed in the Examina­
tion’s grading.
DISCUSSIONS WITH INTERESTED PARTIES 
ABOUT THE EXAMINATION’S STRUCTURE 
AND FORMAT
3.20 During the development of the proposed changes 
set forth in this exposure draft, discussions were held with 
interested parties, including the AICPA Education Ex­
ecutive Committee, representatives of the NASBA CPA 
Examination Review Board, attendees at NASBA 
Regional Meetings, and members of boards of accoun­
tancy. In addition, individual members of the academic 
community were informally advised of various issues, as 
were representatives of other accounting organizations 
who requested information about the development of 
these proposed changes. Comments from these groups 
and individuals were considered in developing these pro­
posed changes.
EXAMINATION’S TIMING AND FREQUENCY
3.21 Though the Board has been asked to consider 
changing the Examination’s timing and frequency, the 
Board believes it cannot do so at this time for two signifi­
cant reasons. First, the Board believes that matters in­
volving the Examination’s timing and frequency should 
not be addressed until matters involving its structure and 
format are resolved. Second, the Board points out that 
it does not directly determine the Examination’s timing 
and frequency, but that statutes and regulations do. In­
deed, the statutes or regulations of most jurisdictions 
specify that the Examination is to be administered twice 




DISCUSSION OF PROPOSED CHANGES
4.1 After considering the results of all the activities 
described in Chapter 3 of this exposure draft, the Board 
concluded that the following changes should be made 
in the Examination’s structure and format.
RESTRUCTURING THE FOUR
EXAMINATION SECTIONS
4.2 The Examination would consist of the following 
four separately scored sections:
• Accounting and Reporting — A
• Accounting and Reporting — B
• Auditing
• Business Law
Appendix A presents specimen Content Specification Out­
lines for each of these sections.
Discussion
4.3 The content domains currently covered by the Ac­
counting Practice and the Accounting Theory sections 
would be combined to eliminate duplication. Content and 
psychometric analyses indicate the overlap of these two 
sections as follows:
• 70% of the Accounting Theory section’s Content
Specification Outline is identical to 60% of that 
for the Accounting Practice section. Other signifi­
cant duplication also occurs, as summarized in 
Table 1 on page 9.
• Correlational analysis of candidates’ scores among 
the Examination’s sections shows that the relation­
ship between Accounting Practice and Account­
ing Theory is, by far, the highest among all sec­
tions of the Examination. Appendix H presents 
the correlations among Examination sections.
4.4 Because of this duplication, the competencies cur­
rently tested on the Accounting Practice and Accounting 
Theory sections would be assessed more efficiently by 
redistributing their content. In this regard, the 229 KSAs 
retained from the practice analysis for the Examination’s 
content domain (as identified in Appendix B) were 
grouped into seven categories:
• Financial accounting (reporting)
• Governmental and not-for-profit accounting
• Cost accumulation, planning, and control
(managerial)
• Federal taxation — individuals, estates, and trusts




Appendix B also presents statistical information show­
ing the relationship between the KSAs and work segments.
4.5 The mean need ratings of the KSAs were sequenced 
from highest to lowest and then partitioned into eight 
groups. Table 2 on page 10 presents an analysis, by con­
tent category, of the number and percentage of KSAs.
4.6 Table 2 shows that 76% and 89%, respectively, 
of the mean need ratings of the KSAs used in the finan­
cial accounting (reporting) and auditing content categories 
rank in the top half of all KSAs. Also, 41 and 47, respec­
tively, of the 116 KSAs in the top half of the rankings 
are from the content categories of financial accounting 
(reporting) and auditing. Because the practice analysis 
data indicate that financial accounting (reporting) and 
auditing are the two most important content categories, 




IDENTICAL CONTENT COVERAGE OF THE 







II. Measurement, Valuation, Realization, and Presentation of Assets in 
Conformity With Generally Accepted Accounting Principles. 10% 15%
III. Valuation, Recognition, and Presentation of Liabilities in Conformity 
With Generally Accepted Accounting Principles. 10 10
IV. Ownership Structure, Presentation, and Valuation of Equity Accounts in 
Conformity with Generally Accepted Accounting Principles. 5 5
V. Measurement and Presentation of Income and Expense Items, Their 
Relationship to Matching and Periodicity, and Their Relationship to 
Generally Accepted Accounting Principles. 15 20
VII. Cost Accumulation, Planning, and Control. 10 10
VIII. Not-for-Profit and Governmental Accounting. 10 10
Total Coverage* 60% 70%
* In addition, there is considerable duplication in Area VI (Other Financial Topics), which has a 5% coverage in 
Accounting Practice and a 15% coverage in Accounting Theory.




NUMBER AND PERCENTAGE OF RETAINED KSAs 
BY CONTENT CATEGORY
Federal Taxation
















Top l/8th (1-29) 12 (22.3%) 0 0 0 1 ( 3.0%) 16 (30.2%) 0 29
Second l/8th (30-58) 10 (18.5%) 0 0 0 6 (18.2%) 13 (24.5%) 0 29
Third l/8th (59-87) 10 (18.5%) 0 0 12 (57.1%) 0 7 (13.2%) 0 29
Fourth l/8th (88-116) 9 (16.7%) 1 (25.0%) 1 ( 4.3%) 3 (14.3%) 3 ( 9.1%) 11 (20.8%) 1 ( 2.4%) 29
Subtotal 41 (76.0%) 1 (25.0%) 1 ( 4.3%) 15 (71.4%) 10 (30.3%) 47 (88.7%) 1 ( 2.4%) 116
Fifth l/8th (117-145) 7 (13.0%) 0 2 ( 8.7%) 1 ( 4.8%) 10 (30.3%) 3 ( 5.6%) 6 (14.6%) 29
Sixth l/8th (146-174) 3 ( 5.5%) 2 (50.0%) 10 (43.5%) 0 10 (30.3%) 2 ( 3.8%) 2 ( 4.9%) 29
Seventh l/8th (175-203) 3 ( 5.5%) 1 (25.0%) 6 (26.1%) 5 (23.8%) 2 ( 6.1%) 1 ( 1.9%) 11 (26.8%) 29
Bottom l/8th (204-229) 0 0 4 (17.4%) 0 1 ( 3.0%) 0 21 (51.3%) 26
Total 54 (100%) 4 (100%) 23 (100%) 21 (100%) 33 (100%) 53 (100%) 41 (100%) 229
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Table 3
NUMBER AND PERCENTAGE OF RETAINED KSAs 
BY PROPOSED EXAMINATION SECTION








Top l/8th (1-29) 12 (22.3%) 1 ( 1.2%) 16 (30.2%) 0 29
Second l/8th (30-58) 10 (18.5%) 6 ( 7.4%) 13 (24.5%) 0 29
Third l/8th (59-87) 10 (18.5%) 12 (14.8%) 7 (13.2%) 0 29
Fourth l/8th (88-116) 9 (16.7%) 8 ( 9.9%) 11 (20.8%) 1 ( 2.4%) 29
Subtotal 41 (76.0%) 27 (33.3%) 47 (88.7%) 1 ( 2.4%) 116
Fifth l/8th (117-145) 7 (13.0%) 13 (16.0%) 3 ( 5.6%) 6 (14.6%) 29
Sixth l/8th (146-174) 3 ( 5.5%) 22 (27.2%) 2 ( 3.8%) 2 ( 4.9%) 29
Seventh l/8th (175-203) 3 ( 5.5%) 14 (17.3%) 1 ( 1.9%) 11 (26.8%) 29
Bottom l/8th (204-229) 0 5 ( 6.2%) 0 21 (51.3%) 26





Individual, estate, and trust








4.7 Table 2 also shows that four content categories 
(governmental and not-for-profit; managerial; federal 
taxation — individuals, estates, and trusts; and federal 
taxation — corporations, partnerships, and exempt 
organizations) each have fewer KSAs than the content 
categories of financial accounting (reporting) and 
auditing, as well as having lower mean need ratings. 
However, as Table 3 on page 11 shows, when these con­
tent categories are combined, they are sufficiently im­
portant to the practice of a CPA that they should con­
stitute a separate section of the Examination.
4.8 Further, the Examination’s coverage of Business 
Law is continued because 50% of the respondents in the 
practice analysis study found all KSAs retained for Busi­
ness Law to be necessary for at least one work segment, 
even though 98% of the KSAs were in the bottom half of 
the rankings. Paragraph 4.31 discusses this matter further.
USING ONLY OBJECTIVE ITEMS
ON THE EXAMINATION
4.9 The Examination would comprise only objective 
items, including objective formats other than multiple 
choice.
Discussion
4.10 This exposure draft uses the term “objective item” 
to refer to any type of item that has a predetermined 
correct answer, or set of correct answers, thus eliminating 
subjective opinion or judgment from the scoring pro­
cedure. Some examples of objective items are multiple 
choice, true-false, matching, sequential problem-solving, 
and machine-gradable free response items.
4.11 Test and measurement experts have recommended 
to the Board that objective items should replace essay 
questions and problems on the Examination. In response, 
the Board has periodically reviewed the use of objective 
items on the Examination. The result has been to stan­
dardize the percentage of objective items constituting each 
Examination section, as well as to increase that percent­
age gradually. Currently, four-option multiple choice 
items constitute 60% of each section. Two apparent 
benefits of using more objective items have been (1) 
broader sampling of the Examination’s content domain 
and (2) improved psychometric characteristics of the 
Examination. Despite these apparent benefits, the Board 
has been reluctant to increase the percentage of objective 
items on the Examination without further study. The 
desirable results of an all objective Examination are 
discussed in the following paragraphs.
4.12 Improved validity and reliability. A properly 
developed objective examination should be a more valid 
measure for making licensure decisions than an essay 
question or problem examination, because objective items 
can assess the critical KSAs more efficiently and more 
reliably than can essay questions and problems. In test 
and measurement terminology, validity refers to the 
degree to which an examination is measuring what it in­
tended to measure. The type of evidence for validity most 
appropriate for licensure examinations is called content 
validity. A licensure examination is said to have content 
validity if it is judged to measure the knowledge, skills, 
and abilities needed by a licensee to practice in a manner 
that safeguards the public welfare. The Examination’s 
content specifications are based on the practice analysis 
study, which identified the content domain of critical 
KSAs necessary for a CPA who just reaches the level of 
responsibility for planning and executing a professional 
engagement.
4.13 Ongoing psychometric evaluation of the Examina­
tion has shown that, in the past, the objective portions 
of each section have covered the content domain more 
efficiently and more consistently than have the essay 
question and problem portions. This finding supports the 
views of most test and measurement experts (for exam­
ple, Ebel 1979; Gronlund 1981; Thorndike and Hagen 
1977).
4.14 In addition to assessing KSAs in the defined con­
tent domain (content validity), the Examination must 
assess those KSAs consistently (reliability). For a given 
amount of testing time, objective items can cover a larger 
portion of a content domain than can essay questions 
and problems; consequently, objective items generally 
lead to more reliable measurements. Conversely, an ob­
jective examination can cover the same portion of the 
content domain as an essay question or problem examina­
tion in less time. Thus, the greater efficiency of an objec­
tive examination can result in either a more reliable 
measurement, a shorter examination, or both. Statistical 
evaluation of the Examination has found that, in the past, 
the objective portions have been more reliable than the 
essay question and problem portions.
4.15 Need and ability to test different levels of skill. 
Licensure examinations should assess critical knowledge 
and skills at the level necessary to ensure the public safety 
(Burns 1985). In the professions, licensure examinations 
should determine whether candidates have mastered, and 
are able to apply, a specified body of critical knowledge 
(Kane 1986). Thus, it may be considered inappropriate 
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to assess KSAs in licensure examinations beyond the level 
of application. However, the Board recognizes that cer­
tain subject matter in the content domain requires testing 
beyond that level. The Examination has tested, and will 
continue to test, beyond the level of application whenever 
appropriate. Appendix C — Part 2 provides examples 
of various skill levels.
4.16 Though some believe objective items are primari­
ly useful in assessing factual knowledge and other simple 
concepts, objective items can also test other cognitive skills 
(for example, see Conoley and O’Neil 1979, Gronlund 
1981, Roid and Haladyna 1982, and Thorndike and 
Hagen 1977). Test and measurement experts who favor 
the use of objective items over essay questions to assess 
more complex cognitive skills indicate that such items 
are more difficult to construct than items that assess 
knowledge of facts. Preparation of objective items de­
signed to measure more complex cognitive skills requires 
greater skill of item writers and technical reviewers. 
Appendix C — Part 2 presents illustrations of items that 
assess more than knowledge of facts.
4.17 Maximum consistency and accuracy in 
grading. Objective examinations are so classified 
because grading them involves minimal judgment by the 
graders. When scored by optical scanning equipment and 
computers, objective examinations rarely have scoring 
errors, thus providing maximum consistency and accuracy 
in grading. In contrast, grading essay questions and pro­
blems is subject to much more scoring variability, especial­
ly when performed on a large-scale production basis.
4.18 It is generally acknowledged that the accuracy of 
grading essay questions and problems can be affected 
by such factors as the grader’s physical and mental state, 
the grader’s physical environment, the effectiveness of 
the grader’s training, and the specificity of grading guides 
with which the grader is provided. In addition, the con­
text of an essay question — that is, the quality of essay 
questions previously scored by a grader — can have 
significant effects on scoring, regardless of grader train­
ing and method of scoring (Chase 1983, 1986; Daly and 
Dickson-Markman 1982; Hughes and Keeling 1984; 
Hughes, Keeling, and Tuck 1980). Relationships between 
grades and variables unrelated to content, such as hand­
writing quality and level of vocabulary, have also been 
noted by researchers.
4.19 Test and measurement experts believe essay ques­
tions and problems generally can be graded in a reason­
ably objective and consistent manner only when a small 
number of well-trained individuals grades a limited 
number of papers. Even in such a context, the available 
evidence suggests strongly that the grading of essay ques­
tions is likely to be more variable and less reliable than 
the scoring of objective items.
4.20 More timely grade reporting. Because the Exami­
nation now uses essay questions and problems, it takes 
almost three months to complete the grading and to report 
the results to the boards of accountancy. If the Examina­
tion were all objective, the entire grading process could 
take less than half that time. With earlier results being 
reported, unsuccessful candidates would have more time 
to prepare for the next administration.
4.21 More flexibility in administration dates. The 
amount of time currently required to grade the Examina­
tion effectively limits its administration to twice a year. 
Grading the essays and problem solutions resulting from 
the November administration must be completed by early 
January because most graders are practitioners who have 
fewer available hours during the “busy season.” As a 
result, May is the only other time the Examination can 
be administered so that the six-month cycle can run 
smoothly and so that testing can be avoided in the winter 
months when poor weather could disrupt the Examina­
tion’s administration in some parts of the United States. 
With a much shorter grading cycle that would result from 
an all objective Examination, administration dates could 
be made more flexible to better accommodate the boards 
of accountancy and candidates. In addition, a shorter 
cycle could also accommodate any reasonable number 
of administrations each year.
4.22 Ability to use emerging examination administra­
tion technology. Computers are being used increasing­
ly to administer, as well as to score, examinations. Several 
professions have implemented, or are planning to imple­
ment, computer-based licensure examinations. These pro­
fessions include: medicine, nursing, psychology, and 
veterinary medicine. Computer administration offers flex­
ibility for using innovative item formats such as sequen­
tial problem solving. Computer administration also pro­
tects against some forms of collusion, because items may 
be ordered differently for candidates sitting near each 
other, and because answers are recorded on a medium 
from which they cannot be copied easily — for example, 
a magnetic disk. These advantages of computer admin­
istration depend on the use of objectively scored items.
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4.23 Greater legal defensibility. The advantages of 
objective examinations discussed previously are likely to 
minimize the chances of a successful legal challenge to 
the Examination. To date, virtually all legal challenges 
to written licensure examinations have failed; however, 
the courts could begin to scrutinize licensure examinations 
more closely. The courts often will rely on accepted pro­
fessional standards, such as the Standards for Educa­
tional and Psychological Testing (AERA/APA/NCME 
1985) for evaluating test use. For the first time, occupa­
tional and professional licensure examinations are covered 
explicitly by the Standards. If a legal challenge were made 
to the Examination, the improved content validity and 
reliability resulting from an objectively scored examina­
tion should make the Examination more legally defensi­
ble from the standpoint of conformity with the Standards.
4.24 Increased examination security. Responses to an 
all objective Examination can be recorded on machine- 
readable answer sheets, which can be photocopied by the 
boards of accountancy before sending them to the AICPA 
for grading. Because each board could retain backup 
copies of each test paper, the risk that now exists of 
separation and loss of part or all of a candidate’s answer 
package during shipping or grading would be eliminated. 
The extra time required for photocopying the papers 
before shipping them for grading would be more than 
compensated for by the large reduction in time necessary 
to grade an all objective Examination.
4.25 Greater variety of objective item formats. An all 
objective Examination would provide the impetus for 
using objective item formats other than multiple choice 
items.
4.26 During the past decade, the four-option multiple 
choice item has been the only objective item format that 
the Examination has used. Other types of multiple choice 
items, as well as other objective item formats, may be 
more appropriate for testing some KSAs. For example, 
three-option multiple choice items would be appropriate 
to test quantitative concepts in which the correct response 
is “greater than,’’ “equal to,” or “less than.” Use of 
free response formats for numerical answers may soon 
be practical with improvements in optical character 
readers or with modifications to the current mark-sense 
answer sheets. Adopting the sequential problem-solving 
format used in licensure examinations for physicians and 
other health professionals may prove to be appropriate 
for a computer-administered Examination to test 
problem-solving skills in such areas as audit sampling.
4.27 Cost savings. Cost savings would accrue to 
boards of accountancy and candidates in several ways 
with an all objective Examination, when combined with 
the other two proposed changes. Because it would take 
less testing time to cover the current Examination’s con­
tent, the time needed to administer the Examination could 
be reduced from two and one-half days to two days. The 
reduced time would benefit candidates who must travel 
and pay for room and board at their test sites, as well 
as candidates who must take time off from work to take 
the Examination. Boards of accountancy would save on 
shipping, handling, site rental, and labor costs.
4.28 The AICPA also would benefit from decreased 
shipping and handling costs, as well as from lower 
expenses for grading and materials. These reductions, 
however, would be significantly offset by increases in Ex­
amination preparation costs for such activities as more 
extensive training for staff and subcommittee members 
and for increasing the number of item writers.
TIME ALLOCATIONS
4.29 The Examination would be administered over a 







Business Law 2½ Day One 
9:30 a.m.
Accounting and Day One
Reporting — A 4½ 1:30 p.m.
Accounting and Day Two
Reporting — B 4 8:30 a.m.




4.30 The Board believes the time allocated to each of 
these sections is sufficient to cover each section’s content 
domain and to maintain a high level of reliability. To 
determine the time to be allocated to each section, the 
following were considered:
• Size and importance of each section’s content do­
main. These are discussed in “Restructuring the 
Four Examination Sections” beginning on page 8.
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• Amount of content duplication between the Acc­
ounting Practice and Accounting Theory sections, 
as discussed in “Restructuring the Four Examina­
tion Sections.”
• Effect of the May 1986 revision of the Content 
Specification Outlines on the Business Law con­
tent domain.
• Improved testing efficiency resulting from replac­
ing essay questions and problems with objective 
items. A sample of essay questions and problems 
from all four sections of past Examinations was 
analyzed. This analysis indicates, on average, that 
a single objective item covered the same portion 
of the content domain as two concepts tested using 
essay questions and problems. Appendix I presents 
the results of this analysis.
• Time allocated to each objective item on the Ex­
amination compared with the time allocated to ob­
jective items on a sample of other licensure and 
certification examinations. Appendix J presents 
these time allocations in Table J-2.
• Analysis of the number of objective items 
necessary to maintain the Examination’s reliabili­
ty at current levels. Appendix J presents the results 
of the analysis.
4.31 Based on an evaluation of these factors, the Board 
proposes that —
• The time allocated to the Business Law section 
be reduced from 3½ to 2½ hours because (a) ef­
fective with the May 1986 Examination, the con­
tent domain for Business Law was reduced by 
about 15%; and (b) the KSAs covered by the 
Business Law content specification outline were 
rated as substantially less important in the prac­
tice analysis study than the other content domains 
constituting the practice of a CPA.
• The time allocated to testing the content domain 
of the Accounting Practice and Accounting Theory 
sections be reduced from 12½ hours to 8½ hours 
by combining and reallocating the content into two 
new sections as follows:
— Accounting and Reporting — A should be 
tested in 4½ hours because (a) content and 
psychometric analyses indicate that coverage 
of financial accounting (reporting) on both 
the Accounting Practice and Accounting 
Theory sections is duplicative, and (b) objec­
tive items can assess the same portion of the 
content domain more efficiently than can 
essay questions or problems.
— Accounting and Reporting — B should be 
tested in 4 hours because (a) content and 
psychometric analyses indicate that coverage 
of managerial and not-for-profit areas on both 
the Accounting Practice and Accounting 
Theory sections is duplicative, and (b) objec­
tive items can assess the same portion of the 
content domain more efficiently than can 
essay questions or problems.
• The time allocated to the Auditing section be 
increased from 3½ hours to 4 hours because (a) 
the practice analysis data indicate that Auditing 
is the most important content category, and (b) 
the part of the work in which a CPA is most clear­
ly involved with the public welfare is third-party 
reliance in general, and auditing in particular.
4.32 The Board believes that with adoption of the pro­
posed time allocations, the Examination will maintain 
its high level of reliability, while attaining increased 
coverage of the areas, groups, and topics that constitute 
the content specification outlines. In addition, the two- 
day structure will permit more flexibility in choosing the 




DISCUSSION OF IMPLEMENTATION MATTERS
5.1 To effectively implement the proposed changes set 
forth in this exposure draft, the Board has considered 
and approved the following matters.
REPORTING OF ADVISORY SCORES
5.2 The Board will continue the practice of reporting 
to boards of accountancy advisory scores on a scaled basis 
of zero through 100, with an adjusted score of 75 set 
as the passing point, but will discontinue the practice of 
not assigning advisory scores from 70 through 74.
Discussion
5.3 Test and measurement experts consulted indicate 
that no acceptable method exists for eliminating scores 
from 70 through 74 for an all objective examination that 
is published. However, each paper with a score in this 
range will continue to be reviewed for grading accuracy.
CONDITIONAL CREDIT DURING TRANSITION
5.4 The Board will recommend to the 54 boards of 
accountancy that candidates having conditional credit at 
the effective date of the new structure be awarded condi­
tional credit as follows:
• Candidates who have been awarded conditional credit 
under the current structure for either the Auditing 
or Business Law section, or both should retain such 
credit until they pass the remaining sections or until 
the conditional status of such credit expires, which­
ever occurs first.
• Candidates who have been awarded conditional credit 
under the current structure for the Accounting Theory 
section should be awarded conditional credit for the 
proposed Accounting and Reporting — A section and 
should retain such credit until they pass the remain­
ing sections or until the conditional status of the Ac­
counting Theory section credit would have expired, 
whichever occurs first. (This procedure will be recom­
mended because the current Accounting Theory sec­
tion’s content domain includes the entire proposed 
content domain of Accounting and Reporting — A.)
• Candidates who have been awarded conditional credit 
under the current structure for the Accounting Prac­
tice section should be awarded conditional credit for 
the proposed Accounting and Reporting — B sec­
tion and should retain such credit until they 
pass the remaining sections or until the conditional 
status of the Accounting Practice section credit would 
have expired, whichever occurs first. (This procedure 
will be recommended because the current Account­
ing Practice section’s content domain includes the 
entire proposed content domain of Accounting and 
Reporting — B.)
Discussion
5.5 The conditional credit requirements of the 54 
jurisdictions as reported in the Accountancy Law 
Reporter (CCH 1985), and Digest of State Accountancy 
Laws and State Board Regulations (AICPA/NASBA 
1985) were reviewed.
5.6 According to these sources —
• 44 jurisdictions award conditional credit to can­
didates who pass either the Accounting Practice 
section or at least two other sections in one sitting.
Seven jurisdictions award conditional credit to 
candidates who pass at least two or more sections, 
with the Accounting Practice section being counted 
as one section.
Three jurisdictions award conditional credit to 
candidates who pass any one or more sections.
10 jurisdictions waive the Business Law section 
for candidates who are members of the state bar.
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MODEL PUBLIC ACCOUNTANCY BILL
5.7 The Board will recommend that the Model Public 
Accountancy Bill (AICPA/NASBA 1984) be modified 
to reflect the changes in the Examination’s structure and 
to permit flexibility in the number of administrations 
during a year.
Discussion
5.8 The 44 jurisdictions that currently award conditional 
credit to candidates who pass either the Accounting Prac­
tice section or at least two other sections in one sitting 
would not necessarily be required to change their statutes 
or regulations. However, they should consider modify­
ing them when convenient, so that reference to the new 
structure cannot be misconstrued. This modification 
would be desirable because there no longer would be a 
separate “Accounting Practice” section. Appendix K 
presents pages 22 to 24 of the AICPA/NASBA Model 
Public Accountancy Bill, marked to show the modifica­
tions necessary to provide flexibility in the number of 
Examination administrations during any year and reflect 
the recommended statute change.
CONTINUING EDUCATION
5.9 The Board will provide Examinations Division staff 
and Board subcommittee members with more extensive 
continuing education and more extensive training in item 
writing and evaluation, and provide staff with more for­
malized training and continuing education in the content 
areas of the Examination for which they are responsible.
Discussion
5.10 The Division’s informal program of continuing 
education will be formalized. It will be expanded to in­
clude training in writing a variety of types of objective 
items, as well as to provide more extensive training and 
evaluation in item writing and test construction. The train­
ing program will also provide resources to ensure that 
the writers remain current in all content areas for which 
they are responsible.
5.11 All Board subcommittee members will receive 
training in writing and evaluating objective items. This 
training will also be formalized and, if necessary, all new 
subcommittee members will be required to attend a train­
ing session.
SOURCES OF ITEMS AND THE
NUMBER OF ITEM WRITERS
5.12 The Board will develop new sources of items and 
increase the number of item writers.
Discussion
5.13 The current system for soliciting and receiving 
items for potential use on the Examination is inadequate 
for an all objective, published examination. A roster of 
consulting item writers will be developed and maintained. 
Such item writers will draft items in content areas for 
which they have expertise. This action will expand the 
primary source for items beyond the single technical 
manager who prepares the first draft of almost every item 
for each Examination section.
UPDATE OF PRACTICE ANALYSIS
5.14 The Board will conduct periodic practice analysis 
studies so that the Examination continues to reflect the 
evolving practice of CPAs as it relates to licensure 
requirements.
Discussion
5.15 The Board plans to consider undertaking the next 
practice analysis study in 1988.
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Chapter 6
PUBLICATION OF EXAMINATION 
QUESTIONS AND UNOFFICIAL ANSWERS
6.1 The Board will continue the publication of Ex­
amination Questions and Unofficial Answers.
6.2 Since the Examination was first administered in 
1917, its questions and unofficial answers have been 
published, and candidates have been allowed to retain 
their question booklets on leaving the Examination sites. 
In addition, Board policy requires Examination questions 
to be published along with unofficial answers about 
90 days after each administration. Both practices are 
unique among national professional licensure examina­
tions surveyed.
6.3 Some licensure examinations are currently im­
plementing technical advances in the test and measure­
ment field. These advances are feasible only if the ques­
tions and answers are kept secure and are unpublished. 
In addition, legislation was introduced in 1986 (though 
not passed) in California and New York that would re­
quire pretesting of all items on licensure examinations 
given in those states. For pretesting to produce valid ex­
aminations, the questions and answers must be kept secure 
and unpublished.
6.4 Because of these developments, advantages and 
disadvantages of releasing the Examination questions and 
unofficial answers for public scrutiny after each ad­
ministration and other relevant evidence were identified 
and reviewed. The Board believes the advantages 
outweigh the disadvantages at this time, as discussed in 
the following paragraphs.
Advantages of a Published Examination
6.5 Feedback to candidates. Because candidates may 
take their question booklets with them when they leave 
the Examination sites, they may check their answers 
against the unofficial answers published by the AICPA.
6.6 Feedback to the Board. Candidates and other in­
terested parties may check their answers and the unof­
ficial answers against sources such as official pro­
nouncements, textbooks, and journal articles. This check­
ing provides an element of external quality control feed­
back to the Board.
6.7 In addition, boards of accountancy can review and 
evaluate the Examination as well as provide constructive 
feedback, adding another source of quality control. The 
boards of accountancy also can address directly their can­
didates’ concerns about the Examination. This type of 
review and evaluation provides for greater local involve­
ment with, and responsibility for, the testing process than 
could be attained with an unpublished Examination.
6.8 A third source of feedback is the educational com­
munity. The Board often receives correspondence regard­
ing the Examination’s content coverage from members 
of the academic community and from those involved with 
CPA review courses.
6.9 Public confidence. By publishing the Examina­
tion questions and unofficial answers soon after each ad­
ministration, the Board conveys to the profession and 
the public that it “has nothing to hide.” Because this 
policy carries with it an implicit message of nondefen­
siveness, an attitude of openness results, reducing hostility 
and suspicion among interested parties, such as candidates 
and state legislatures. This policy is also in accordance 
with popular notions of “truth in testing,” which underlie 
statutes and regulations adopted by several state 
legislatures in the last few years.
6.10 Candidate preparation. Examination questions 
are developed from content specification outlines that 
reflect current professional practice regarding the domain 
of public accountancy. As a result, candidates may study 
recent Examination questions to determine the areas of 
accounting knowledge, skill, and ability considered neces­
sary for a CPA who just reaches the level of responsibility 
for planning and executing a professional engagement. 
The availability of such questions makes studying poten­
tially more efficient and more effective.
6.11 Examination information. Publication of past 
Examination questions and unofficial answers indicates 
the Examination’s breadth and level of difficulty to can­
didates and those who prepare the candidates to take the 
Examination. The publication of past Examination ques­
tions and unofficial answers provides candidates with the 
opportunity to determine individually the amount of 
preparation they need. It also allows them to hone their 
test-taking skills and to prepare for the Examination in 
a realistic manner.
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6.12 Lower shipping and security costs. Because ques­
tion booklets are not collected at the end of each admin­
istration, expenses for numbering, counting, securing, 
and shipping them back to the AICPA are avoided. Other­
wise, such costs would have to be passed on to the boards 
of accountancy and, possibly, the candidates.
Disadvantages of a Published Examination
6.13 Unpredictable psychometric characteristics. 
Because items cannot be pretested for security reasons, 
it is difficult to estimate the Examination’s psychometric 
characteristics before it is administered. Keeping the 
Examination unpublished and secure would facilitate 
maintaining its psychometric quality because pretesting 
would allow each item’s psychometric characteristics to 
be known.
6.14 Inability to use technical innovations in psycho­
metric methodology. Several psychometric innovations 
have developed sufficiently over the last several years to 
be useful in licensure testing. One major innovation is 
called adaptive testing (Weiss 1983). Adaptive testing 
allows an examination to be tailored to the test taker’s 
ability level. As a result, testing can be more accurate 
and more efficient.
6.15 A second development has been the evolution of 
procedures based on item response theory (IRT; see 
Hambleton and Swaminathan 1985; Lord and Novick 
1968). IRT provides a set of procedures that can enhance 
the value of pretesting items when the number of exam­
inees exceeds 1,000. Because the Examination administra­
tion typically has about 50,000 candidates responding to 
each item, IRT could be a useful tool in examination con­
struction. However, in the absence of pretesting, IRT 
cannot be used with confidence.
6.16 Misuse of the Examination. The goals of licen­
sure and of education differ in meaningful ways (Haynes 
1985). Therefore, the academic community should be cir­
cumspect in using the Examination as the primary guide 
for curriculum development. Some accountancy programs 
appear to be structuring their curricula narrowly around 
Examination content, rather than broadly to encompass 
the entire field of accountancy. To the extent this prac­
tice exists, the Examination is being misused.
6.17 Students can misuse the Examination when their 
studying of past Examination questions and unofficial 
answers supplants other methods of learning accounting. 
This misuse can occur when an accounting curriculum is 
designed around the Examination. In such a case, 
accounting education becomes little more than an exten­
sive set of coaching classes.
6.18 Legislative pressures. As previously noted, in 
1986 a bill was proposed in the California legislature 
that would require pretesting of all items on licensure 
examinations given in that state. Under that proposal, 
to the extent possible, items having significantly different 
response rates among racial, ethnic, or gender groups 
could not be used to determine the examination scores. 
Similar legislation was proposed in New York, also in 
1986. Because the pretesting necessary to screen items 
for differential performance among groups is impractical 
with a published examination, legislative pressure may 
cause the policy of open access to past Examination ques­
tions to be ended.
6.19 High development costs. For the most part, all 
published examinations must be rewritten completely. 
If they were not, candidates conceivably could pass 
such examinations by studying and memorizing old ex­
amination items and answers. As a result, outside con­
sultants, a staff of full-time item writers, or both must 
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SPECIMEN CONTENT SPECIFICATION OUTLINES
This appendix presents specimen content specification 
outlines for each proposed new Examination section to 
reflect the Examination’s proposed new structure. These 
specimen content specification outlines are, of course, 
subject to change as the Board continues its deliberations. 
The content specification outlines currently in use and 
a discussion about them can be found in Information 
for CPA Candidates (seventh edition).
ACCOUNTING AND REPORTING — A 
(Business Enterprises)
Accounting and Reporting — A (Business Enterprises) 
tests the candidates’ knowledge of generally accepted 
accounting principles.
This section includes coverage of financial accounting 
theory and its application in practice to assets, liabilities, 
equity, income statement items, financial reports and 
statements, and other financial subjects.
In preparing for this section, candidates should study 
publications such as the following:
• Pronouncements of the Financial Accounting 
Standards Board
• Accounting textbooks
• Leading accounting journals
Content Specification Outline
I. Recognition, Measurement, Valuation, and 
Presentation of Assets in Conformity With Gen­
erally Accepted Accounting Principles (20%).
B. Receivables and Accruals
1. Accounts and Notes Receivable
2. Affiliated Company Receivables
3. Discounting of Notes
4. Installment Accounts
5. Interest and Other Accrued 
Income





D. Property, Plant, and Equipment Owned 
or Leased
1. Acquisition Costs
2. Capital Versus Revenue 
Expenditures
3. Depreciation, Amortization, and 
Depletion
4. Leasehold Improvements
5. Obsolescence and Write-downs
6. Disposition





5. Deferred Income Taxes
6. Deferred Pension Costs
II. Recognition, Measurement, Valuation, and Pre­
sentation of Liabilities in Conformity With 
Generally Accepted Accounting Principles (15%).





1. Cash 3. Accrued Employees’ Costs
2. Marketable Equity Securities 4. Interest and Other Accrued
3. Other Securities Expenses
4. Investment in Bonds 5. Accrued Pension Expense
5. Investment in Stocks 6. Taxes Payable
6. Sinking and Other Funds 7. Deposits and Escrows
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B. Deferred Revenues
1. Unperformed Service Contracts
2. Subscriptions or Tickets 
Outstanding
3. Installment Sales
4. Sale and Leaseback
C. Deferred Income Tax Liabilities
1. Equity Method of Accounting for 
Investments
2. Depreciation of Plant Assets
3. Long-term Construction Contracts
4. Other Timing Differences
D. Capitalized Lease Liability
1. Measurement at Present Value
2. Amortization
E. Bonds Payable
1. Issue of Bonds
2. Issue Costs
3. Amortization of Discount or 
Premium
4. Types of Bonds
5. Conversion of Bonds
6. Detachable Stock Warrants
7. Retirement of Bonds
F. Contingent Liabilities and Commitments
III. Ownership Structure, Presentation, and Valuation 
of Equity Accounts in Conformity With General­
ly Accepted Accounting Principles (10%).
A. Preferred and Common Stock
1. Issued
2. Outstanding
3. Retirement of Stock
4. Classification
B. Additional Paid-in Capital
C. Retained Earnings and Dividends





6. Stock Dividends and Splits
7. Appropriations of Retained 
Earnings
D. Treasury Stock and Other Contra 
Accounts
1. Cost Method
2. Par Value Method
3. Restrictions on Acquisition of 
Treasury Stock
4. Other Contra Accounts
E. Stock Options, Warrants, and Rights 
F. Reorganization and Change in Entity






2. Admission, Retirement, and 
Dissolution
3. Profit or Loss Distribution and 
Other Special Allocations
IV. Measurement and Presentation of Income State­
ment Items, Their Relationship to Matching and 
Periodicity, and Their Relationship to Generally 
Accepted Accounting Principles (30%).
A. Revenues and Gains
1. Cash Versus Accrual Basis
2. At Time of Sale
3. At Completion of Production
4. During Production (percentage of 
completion)
5. Installment Method or Cost 
Recovery










Expenses and Losses C. Nature, Purpose, and Format of Finan­
cial Statements
1. Cost of Goods Sold D. Accounting Policies
2. Selling, General, and 
Administrative
E. Disclosures in Notes to the Financial 
Statements
3. Interest F. Business Combinations






5. Research and Development I. Employee Benefits





11. Disposal of Assets and Liquida­
tion of Liabilities
12. Unusual Losses
C. Provision for Income Tax
1. Current
2. Deferred





F. Earnings Per Share
V. Financial Reports and Statements (15%).
A. Statement of Changes in Financial 
Position
B. Consolidated Financial Statements
C. Combined Financial Statements
D. Interim Financial Statements
E. Historical Cost, Constant Dollar 
Accounting, and Current Cost
F. Segments and Lines of Business
G. Development Stage Enterprises
H. Personal Financial Statements
VI. Other Financial Subjects (10%).
A. Conceptual Framework — Basic 
Concepts and Accounting Principles
B. Authority of Pronouncements (substan­
tial authoritative support — GAAP)
A-3
B.
ACCOUNTING AND REPORTING — B 
(Taxation; Managerial; and Governmental 
and Not-For-Profit Organizations)
Accounting and Reporting — B (Taxation; Managerial; 
and Governmental and Not-for-Profit Organizations) 
tests the candidates’ knowledge of federal taxation, 
managerial accounting, and accounting for governmental 
and not-for-profit organizations.
This section includes coverage of the underlying theory 
and its application in practice to federal taxation, 
managerial accounting, and governmental and not-for- 
profit accounting.
In preparing for this section, candidates should study 
publications such as the following:
• Internal Revenue Code and Income Tax Regulations.
• Income tax textbooks.
• Managerial and cost accounting textbooks.
• Pronouncements of the Governmental Account­
ing Standards Board.
• Pronouncements of the Financial Accounting 
Standards Board.
• AICPA Audit and Accounting Guides.
• Governmental and not-for-profit accounting 
textbooks.
• Chapters of accounting textbooks pertaining to 
the not-for-profit areas.
Content Specification Outline
I. Federal Taxation — Individuals, Estates, and 
Trusts (25%).
A. Inclusions for Gross Income and Ad­
justed Gross Income
1. Reporting Basis of Taxpayer— 
Cash, Accrual or Modified
2. Compensation for Services
3. Business Income
4. Interest
5. Rents and Royalties
6. Dividends
7. Alimony
8. Capital Gains and Losses
9. Miscellaneous Income
B. Exclusions and Adjustments to Arrive at 
Adjusted Gross Income
C. Gain or Loss on Property Transactions
1. Character
2. Recognition
3. Basis and Holding Period
D. Deductions from Adjusted Gross Income
E. Filing Status and Exemptions
F. Tax Computations and Credits
G. Statute of Limitations
1. Claims for Refund
2. Assessments
H. Estate and Gift Taxation and Income 
Taxation of Estates and Trusts
II. Federal Taxation — Corporations, Partnerships, 
and Exempt Organizations (25%).
Corporations
A. Determination of Taxable Income or 
Loss
1. Determination of Gross Income, 
Including Capital Gains and 
Losses
2. Deductions from Gross Income
3. Reconciliation of Taxable Income 
and Book Income
4. Reconciliation of Opening and 
Closing Retained Earnings
5. Consolidations
B. Tax Computations and Credits
C. S Corporations
D. Personal Holding Companies




I. Liquidations and Dissolutions
Partnerships
J. Formation of Partnership
1. Contribution of Capital
2. Contribution of Services
A-4
K. Basis of Partner’s Interest
1. Acquired through Contribution
2. Interest Acquired from Another
Partner
3. Holding Period of Partner’s 
Interest
4. Adjustments to Basis of Partner’s 
Interest
L. Determination of Partner’s Taxable In­
come and Partner’s Elections
M. Accounting Periods of Partnership and 
Partners
N. Partner Dealing with Own Partnership
1. Sales and Exchanges
2. Guaranteed Payments
O. Treatment of Liabilities
P. Distribution of Partnership Assets
1. Current Distributions
2. Distributions in Complete 
Liquidation
3. Basis of Distributed Property
Q. Termination of Partnership
1. Change in Membership
2. Merger or Split-up of Partnership
3. Sale or Exchange of Partnership 
Interest
4. Payments to a Retiring Partner
5. Payments to a Deceased Partner’s 
Successor
Exempt Organizations
R. Types of Organizations
S. Requirements for Exemption
T. Unrelated Business Income
III. Managerial Accounting (25%).




B. Process and Job Order Costing
C. Standard Costing
D. Joint and By-Product Costing, Spoilage, 
Waste, and Scrap
E. Absorption and Variable Costing
F. Budgeting and Flexible Budgeting
G. Breakeven and Cost-Volume-Profit
Analysis
H. Capital Budgeting Techniques
1. Net Present Value
2. Internal Rate of Return
3. Payback Period
4. Accounting Rate of Return
I. Performance Analysis
1. Return on Investment
2. Residual Income
3. Controllable Revenue and Costs
J. Other
1. Regression and Correlation 
Analysis
2. Economic Order Quantity
3. Probability Analysis
4. Variance Analysis
5. Gross Profit Analysis
6. Differential Cost Analysis
7. Product Pricing












C. Types of Funds and Fund Accounts
1. General Fund
2. Special Revenue Funds
3. Debt Service Funds
4. Capital Projects Funds
5. Enterprise Funds
6. Internal Service Funds
7. Trust and Agency Funds
8. Special Assessment Funds
9. General Fixed Assets Account 
Group
10. General Long-Term Debt Account 
Group
11. Endowment and Quasi­
Endowment Funds
12. Restricted and Unrestricted Funds
13. Property Funds
D. Presentation of Financial Statements for 
Governmental and Not-for-Profit 
Organizations
E. Various Types of Governmental and 
Not-for-Profit Organizations
1. Local and State Governments
2. Educational Institutions
3. Hospitals
4. Charitable, Religious, and Other 
Organizations
A-6
AUDITING D. Other Responsibilities
Auditing tests the candidates’ knowledge of generally 
accepted auditing standards and procedures.
This section includes coverage of professional respon­
sibilities, internal accounting control, evidence and 
procedures, and reporting.
In preparing for this section, candidates should study 
publications such as the following:
• AICPA Code of Professional Ethics.
• Statements on Auditing Standards.
• Statements on Standards for Accounting and 
Review Services.
• Statement on Standards for Attestation 
Engagements.
• Statements on Quality Control Standards.
• Statements on Management Advisory Services.
• Statements on Responsibilities in Tax Practice.
• AICPA Audit and Accounting Guides.
• Statement on Standards for Accountants’ Ser­
vices on Prospective Financial Information.
• GAO Standards for Audit of Governmental 
Organizations, Programs, Activities, and 
Functions.
• Auditing textbooks.
• Leading accounting journals.
Content Specification Outline
I. Professional Responsibilities (15%).
A. General Standards and Rules of Conduct
1. Proficiency, Independence, and 
Due Care
2. Rules of Conduct
B. Control of the Audit
1. Planning and Supervision
2. Quality Control




3. Client Illegal Acts
1. Responsibilities Involving Attesta­
tion Standards
2. Responsibilities in Governmental 
Auditing
3. Responsibilities in Review and 
Compilation
4. Responsibilities in Management 
Advisory Services
5. Responsibilities in Tax Practice
II. Internal Accounting Control (30%).
A. Definitions and Basic Concepts
1. Purpose of Auditor’s Study and 
Evaluation
2. Definitions and Basic Concepts
B. Study and Evaluation of the System
1. Review of the System
2. Tests of Compliance
3. Evaluation of Weaknesses
4. Controls in an EDP Environment
C. Cycles
1. Sales, Receivables, and Cash 
Receipts
2. Purchases, Payables, and Cash 
Disbursements
3. Inventories and Production
4. Personnel and Payroll
5. Property, Plant, and Equipment
D. Other Considerations
1. Required Communication of 
Material Weaknesses




III. Evidence and Procedures (30%).
A. Audit Evidence
1. Nature, Competence, and Suffi­
ciency of Evidential Matter
2. Analytical Review Procedures
3. Evidential Matter for Receivables 
and Inventory
4. Evidential Matter for Long-Term 
Investments
5. Client Representations
6. Using the Work of a Specialist
7. Inquiry of a Client’s Lawyer
B. Specific Audit Objectives and Procedures
1. Tests of Details of Transactions 
and Balances
2. Documentation
C. Other Specific Audit Topics
1. Use of the Computer in Perform­
ing the Audit
2. Use of Sampling in Performing 
the Audit
3. Related Party Transactions
4. Subsequent Events
5. Operational Auditing
6. Omitted Procedures Discovered 
After the Report Date






11. Review and Compilation




15. Prospective Financial Statements
16. GAO Standards for Governmental 
Audits
B. Other Reporting Considerations
1. Subsequent Discovery of Facts 
Existing at the Date of the 
Auditor’s Report
2. Dating of the Auditor’s Report
3. Part of Examination Made by 
Other Independent Auditors
4. Letters for Underwriters
5. Filing Under Federal Securities 
Statutes
6. Other Information in Documents 
Containing Audited Financial 
Statements
7. Supplementary Information Re­
quired by the FASB
8. Information Accompanying the 
Basic Financial Statements
1. Understanding of Accounting 
Principles and Practices of the 
Industry




A. Reporting Standards and Types of 
Reports
1. Scope of Examination






BUSINESS LAW IL Business Organizations (20%).
Business Law tests the candidates’ knowledge of the legal 
implications of business transactions particularly as they 
may relate to accounting and auditing.
This section includes coverage of the CPA and the law, 
business organizations, contracts, debtor-creditor rela­
tionships, government regulation of business, Uniform 
Commercial Code, and property. Many of the subjects 
on the Examination are normally covered in standard 
textbooks on business law, auditing, taxation, and 
accounting; however, some subjects either are not in­
cluded in such texts or are not covered in adequate depth. 
Important recent developments with which candidates are 
expected to be familiar may not yet be reflected in some 
texts. Candidates are expected to recognize the existence 
of legal implications and the applicable basic legal prin­
ciples, and they are usually asked to indicate the prob­
able result of the application of such basic principles.
Business Law is chiefly conceptual in nature and broad 
in scope. It is not intended to test competence to practice 
law nor expertise in legal matters, but to determine that 
the candidates’ knowledge is sufficient (1) to recognize 
relevant legal issues, (2) to recognize the legal implications 
of business situations, (3) to apply the underlying prin­
ciples of law to accounting and auditing situations, and 
(4) to seek legal counsel or recommend that it be sought.
This section deals with federal and widely adopted 
uniform laws. If there is no federal or appropriate 
uniform law on a subject, the questions are intended to 
test knowledge of the majority rules. Federal tax elements 
may be covered where appropriate in the overall context 
of a question.
Content Specification Outline
I. The CPA and the Law (10%).
A. Common Law Liability to Clients and 
Third Persons
B. Federal Statutory Liability
1. Securities Acts
2. Internal Revenue Code
C. Workpapers, Privileged Communication, 
and Confidentiality
A. Agency
1. Formation and Termination
2. Liabilities of Principal
3. Disclosed and Undisclosed 
Principals
4. Agent’s Authority and Liability
B. Partnerships and Joint Ventures
1. Formation and Existence
2. Liabilities and Authority of Part­
ners and Joint Owners
3. Allocation of Profit or Loss
4. Transfer of Interest
5. Termination, Winding Up, and 
Dissolution
C. Corporations
1. Formation, Purposes, and Powers
2. Stockholders, Directors, and 
Officers
3. Financial Structure, Capital, and 
Dividends
4. Merger, Consolidation, and 
Dissolution
D. Estates and Trusts
1. Formation and Purposes
2. Allocation Between Principal and 
Income
3. Fiduciary Responsibilities
4. Distributions and Termination
III. Contracts (15%).
A. Offer and Acceptance
B. Consideration
C. Capacity, Legality, and Public Policy
D. Statute of Frauds
E. Statute of Limitations
F. Fraud, Duress, and Undue Influence
G. Mistake and Misrepresentation
H. Parol Evidence Rule
I. Third Party Rights
J. Assignments
K. Discharge, Breach, and Remedies
A-9
IV. Debtor-Creditor Relationships (10%).
A. Suretyship
1. Liabilities and Defenses
2. Release of Parties
3. Remedies of Parties
B. Bankruptcy
1. Voluntary and Involuntary 
Bankruptcy
2. Effects of Bankruptcy on Debtor 
and Creditors
3. Reorganizations
V. Government Regulation of Business (10%).
A. Regulation of Employment
1. Federal Insurance Contributions 
Act
2. Federal Unemployment Tax Act
3. Worker’s Compensation Acts
B. Federal Securities Acts
1. Securities Registration
2. Reporting Requirements
3. Exempt Securities and 
Transactions
VI. Uniform Commercial Code (25%).
A. Commercial Paper
1. Types of Negotiable Instruments
2. Requisites for Negotiability
3. Transfer and Negotiation
4. Holders and Holders in Due 
Course
5. Liabilities, Defenses, and Rights
6. Discharge
B. Documents of Title and Investment 
Securities
1. Warehouse Receipts
2. Bills of Lading
3. Issuance, Transfer, and Registra­
tion of Securities
C. Sales
1. Contracts Covering Goods
2. Warranties
3. Product Liability
4. Risk of Loss
5. Performance and Obligations
6. Remedies and Defenses
D. Secured Transactions
1. Attachment of Security Interests
2. Perfection of Security Interests
3. Priorities
4. Rights of Debtors, Creditors, and 
Third Parties
VII. Property (10%).
A. Real and Personal Property
1. Distinctions Between Realty and 
Personalty
2. Types of Ownership
3. Lessor-Lessee







C. Fire and Casualty Insurance
1. Coinsurance




LINKAGE OF KSAs WITH WORK SEGMENTS 
AND NEED AND COMPOSITE RATINGS OF KSAs USED 
IN PERFORMING THE FUNCTIONS OF A CPA
EXPLANATION OF TERMS IN APPENDIX B
KSAs (Knowledge, skills and abilities) were defined by 
the practice analysis study as the proficiency areas and/or 
human attributes required for minimum competency in 
the practice of public accounting. These proficiencies 
entail the understanding of technical accounting informa­
tion, the ability to apply technical information to work 
situations, and an awareness of the limitations of technical 
information problem solving.
WSs (Work segments) represent the 10 audit work activi­
ties plus the general work functions, or categories, of 
tax, MAS, engagement management and administration, 
and other professional services as follows:
1. Auditors’ report preparation or review
2. Audit procedures relating to assertions regarding 
existence or occurrence
3. Audit procedures relating to assertions regarding 
completeness
4. Audit procedures relating to assertions regarding 
rights and obligations
5. Audit procedures relating to assertions regarding 
valuation or allocation
6. Audit procedures to determine if information in 
the financial statements is properly presented and 
adequately disclosed
7. Audit procedures relating to program and perfor­
mance audits such as for government agencies
8. Study and evaluate internal control
9. Prepare or review reports for SEC or other 
regulatory filings
10. Management letters preparation
11. Tax work activities
12. MAS work activities
13. Engagement management and administration 
work activities
14. Other professional services work activities
Need was measured by asking CPAs the question: “To 
what extent need this KSA be understood by a CPA who 
just reaches the level of responsibility for planning and 
executing a professional engagement?’’ Responses were 
rated as follows: 1 (none at all), 2 (to some extent), 3 
(to moderate extent), and 4 (to a great extent).
Composite rating is the weighted sum of the frequency, 
importance, and need ratings. “Frequency” was 
measured by asking CPAs the question: “During the 
past year, how frequently was this KSA called upon in 
practice?” “Importance” was measured by asking CPAs 
the question: “How important is the KSA to compe­
tent performance in your work as a CPA?”
The 40 KSAs preceded by asterisks were deleted as not 
being necessary to be covered on the Examination, 
according to Report Number 1.
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KSA Description
Number of WS 










1 AICPA Code of Professional Ethics 9 1 6 7 9 10 3.438 8.963
2 AICPA General, Field Work 12
11 12 13 14
1 2 3 4 5 3.624 9.656
3
and Reporting Standards
AICPA Statements on 12
6 7 8 9 10
13 14
1 2 3 4 5 3.619 9.671
4
Auditing Standards (SAS)
AICPA Statements on 11
6 7 8 9 10
13 14
1 2 3 4 5 3.477 9.351
5
Standards for Accounting 
and Review Services
AICPA Statements on 7
6 8 9 10 13
14
1 8 9 10 12 2.949 7.512
6
Quality Control Standards
AICPA Statements on 4
13 14




AICPA Statements on 











9 Authoritative pronouncements 12
6 7 8 9 10
13




of the FASB and predecessor 
organizations
Authoritative pronouncements 
of the SEC (Accounting
Series Releases)
Authoritative pronouncements 






6 7 8 9 10
13 14
6








and regulations and 
pronouncements of the IRS
Familiarity with topics 14
11 12 13 14




covered in leading accounting 
publications
Authoritative pronouncements 
related to governmental 
accounting (NCGA, OMB, GAO)
PAPERS
Design working papers format
2
13
6 7 8 9 10
11 12 13 14
6 7





16 Prepare or review working 14
6 7 8 9 11
12 13 14
1 2 3 4 5 3.707 10.689
papers 6 7 8 9 10
11 12 13 14
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KSA Description
Number of WS 










17 Purpose and format of balance 13 1 2 3 4 5 3.662 10.409
sheet 6 7 8 9 10
11 13 14
18 Purpose and format of income 13 1 2 3 4 5 3.661 10.440
statement 6 7 8 9 10
11 13 14
19 Purpose and format of 11 1 2 3 4 5 3.643 10.215
statement of changes in 6 7 9 10 13
financial position 14
20 Purpose and format of 7 1 3 5 6 9 3.569 9.959
statement of owners’ equity 13 14
21 Purpose and format of 6 1 3 5 6 9 3.364 8.582
consolidated financial 13
statements
22 Purpose and format of 6 1 3 5 6 9 3.281 8.321
combined financial statements 13
23 Purpose and format of notes to 10 1 2 3 4 5 3.621 10.316
the financial statements 6 7 9 13 14
24 Purpose and disclosure of 12 1 2 3 4 5 3.579 10.079
accounting policies 6 7 8 9 10
13 14
25 Purpose and format of financial state­
ments of not-for-profit organizations
8 1 2 3 4 5 3.001 7.803
6 7 13
26 Purpose and format of interim 6 1 3 6 9 13 3.216 8.729
financial statements 14
27 Purpose and format of personal 4 1 6 13 14 2.897 7.549
financial statements
* 28 Purpose and format of statement 1 6 2.182 5.220
of charge and discharge
* 29 Purpose and format of statement 0 2.086 4.968
of realization and liquidation
* 30 Purpose and format of statement 0 2.062 4.881
of affairs
* 31 Purpose and format of bankruptcy 0 2.046 4.089
deficiency account
AUDITING
32 Nature and evaluation of auditing 11 1 2 3 4 5 3.486 9.243
risk 6 7 8 9 10
13
33 Nature and elements of the study 13 1 2 3 4 5 3.545 9.391




Number of WS 









34 Nature and elements of study 
and evaluation of internal control 
in computerized environment
12 1 2 3 5 6
7 8 9 10 12
13 14
3.298 8.397
35 Communication of material 
weaknesses in internal control
11 1 2 3 4 6
7 8 9 10 12
13
3.364 8.754
36 Content of reports on internal 
control
9 1 2 3 7 8
9 10 12 13
3.247 8.297
37 Effects of internal auditors 
work on study of internal control
9 1 2 3 4 7
8 9 10 13
3.095 7.332
38 Familiarity with sales, 
receivables, and cash cycles
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.413 9.170
39 Familiarity with purchases, payables, 
and cash disbursements cycles
12 1 2 3 4 5
6 7 8 10 12
13 14
3.412 9.181
40 Familiarity with inventories 
and production cycles
13 1 2 3 4 5
6 8 9 10 11
12 13 14
3.382 8.996
41 Familiarity with personnel and 
payroll cycles
8 2 3 4 5 7
8 10 12
3.311 8.842
42 Familiarity with property, 
plant and equipment cycles
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.314 8.826
43 Preparation of flowchart 5 7 8 10 12 13 3.030 7.424
44 Planning and supervising the audit 11 1 2 3 4 5





Procedures to prepare the audit 
program




1 2 3 4 5






47 Procedures for tests of 
transactions
10 1 2 3 4 5
6 7 8 10 13
3.519 9.043
48 Procedures for tests of balances 11 1 2 3 4 5
6 7 8 9 10
13
3.531 9.287
49 Familiarity with client’s business 14 1 2 3 4 5
6 7 8 9 10




Number of WS 









50 Familiarity with legal environment of 
client’s business
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.305 9.055
51 Auditor’s responsibility for detection 
of errors or irregularities
11 1 2 3 4 5
6 7 8 9 10
13
3.421 8.878
52 Nature, competence, and sufficiency 
of audit evidence
11 1 2 3 4 5
6 7 8 9 10
13
3.610 9.480
53 Analytical review procedures 13 1 2 3 4 5
6 7 8 9 10
12 13 14
3.513 9.394
54 Client representations 13 1 2 3 4 5
6 7 8 9 10
12 13 14
3.420 9.163
55 Gathering and evaluating audit 
evidence
11 1 2 3 4 5










1 2 3 4 5







58 Use of statistical sampling in 
performing the audit
5 2 3 7 8 13 3.143 7.782
59 Effect of subsequent events on 
financial statements
9 1 2 3 4 5
6 7 9 13
3.408 8.885
60 Operational auditing 5 7 8 10 12 13 2.707 6.646
61 Departures from generally accepted 
accounting principles
12 1 2 3 4 5
6 7 8 9 10
13 14
3.433 8.634
62 Consistency in applying generally 
accepted accounting principles
12 1 2 3 4 5
6 7 8 9 10
13 14
3.526 9.351
63 Reporting responsibilities 11 1 2 3 4 5
6 7 8 9 10
13
3.516 9.509
64 Audit opinions 10 1 2 3 4 5
6 7 8 9 13
3.534 9.538
65 Report on limited review of 
interim financial information
4 1 6 9 13 2.980 7.293
66
67












Number of WS 









68 Supplementary information required 7 1 2 3 5 6 2.979 7.482
by the FASB in financial reporting 9 13
69 Letters for underwriters 5 1 2 3 4 5 2.480 5.714
70 Part of examination made by 2 9 13 2.803 6.324
other auditors
71 Past years’ audits made by 7 1 2 3 4 6 2.915 6.944
other auditors 9 13
72 Treatment of facts discovered after 9 1 2 3 4 5 3.029 7.047
issuance of the auditor’s report 6 7 9 13
ACCOUNTING AND REVIEW SERVICES
73 Compilation report 4 1 6 13 14 3.403 9.436
74 Review Report 4 1 6 13 14 3.401 9.090
BUSINESS LAW
75 CPA liability to clients and third 11 1 2 3 4 6 3.132 8.297
parties (statutory and common law) 7 9 10 11 13
14
76 Formation and termination of agency 1 4 2.440 6.095
relationship
77 Authority and liability of principals, 1 4 2.457 6.198
agents and undisclosed principals
78 Formation and operation of 2 4 11 2.778 7.809
partnerships
79 Termination or dissolution of 2 4 11 2.745 7.478
partnerships
80 Profit or loss distribution and other 8 1 3 4 5 6 2.773 7.754
special allocations 9 11 14
81 Formation of corporations 8 1 4 6 9 11 2.889 8.160
12 13 14
82 Powers of corporations, stockholders, 8 4 6 9 10 11 2.798 7.740
directors, and officers 12 13 14
83 Financial structure, capital, and 12 1 2 3 4 5 2.891 8.152
dividends of corporations 6 9 10 11 12
13 14
84 Merger, consolidation, and 10 1 2 3 4 5 2.703 7.517
dissolution of corporations 6 9 11 12 14
85 Administration of trusts and estates 1 11 2.332 6.289
86 Joint ventures 1 11 2.445 6.669
* 87 Associations 1 11 2.299 5.966
B-6
Number of WS Mean
For Which KSA Which Work Need Composite
KSA Description Is Necessary Segments Rating Rating
88 Offer, acceptance, and consideration 
for contracts
2 2 4 2.399 6.419
89 Defenses to enforcements of 
contracts
1 4 2.286 5.841
90 Rights and remedies on discharge, 
breach or assignment of contracts
1 4 2.282 5.817
91 Leases of personalty 2 2 4 2.397 6.559
92 Voluntary and involuntary 
bankruptcy
1 4 2.279 5.972
93 Effects of bankruptcy on debtor 
and creditors
1 4 2.314 6.147
94 Reorganizations in bankruptcy 1 4 2.248 5.724
95 Suretyship and guaranty 1 4 2.185 5.475
* 96 Bulk transfers (sales) 0 2.203 5.702
* 97 Consumer protection law 0 2.043 5.052
* 98 Administrative agency law 0 2.032 5.043
* 99 Anti-trust law 0 2.033 4.932
* 100 Equal employment opportunity law 0 2.057 5.269
101 Federal Unemployment Tax Act 3 4 11 14 2.485 7.019
102 Workers’ Compensation 1 4 2.450 6.781
103 Federal Insurance Contributions Act 3 4 11 14 2.526 7.251
* 104 Fair Labor Standards Act 1 4 2.170 5.616
105 Federal securities registration and 
reporting requirements
1 9 2.332 5.928
106 Exempt securities and transactions 1 9 2.140 5.384
* 107 Insider information and antifraud 
provisions
1 9 2.115 5.112
* 108 Short-swing profits 0 1.966 4.740
* 109 Civil and criminal liabilities under 
Federal Securities Acts
1 9 2.075 4.985
* 110 Foreign Corrupt Practices Act 0 2.180 5.360
* 111 Proxy solicitations and tender offers 0 2.076 5.143
112 Types of negotiable instruments 
and requisites for negotiability
1 4 2.260 5.673
113 Transfer and negotiation of 
negotiable instruments
1 4 2.267 5.855
114 Liabilities, defenses, and rights of 
parties to negotiable instruments
1 4 2.217 5.610
B-7
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Number of WS 









115 Contracts covering sales of goods 3 2 4 6 2.379 6.344
116 Warranties and product liability 3 2 4 6 2.260 5.756
117 Remedies and defenses of parties to 1 4 2.205 5.584
a contract for sale of goods
118 Attachment and perfection of 4 2 4 6 9 2.213 5.789
security interests
119 Rights of debtors, creditors, and 6 1 2 3 4 6 2.284 6.116
third parties in secured transactions 9
120 Documents of title and investment 6 2 3 4 5 6 2.321 6.258
securities 9
121 Distinctions between real and 3 4 6 11 2.575 7.339
personal property
122 Types of ownership of property 4 2 4 6 11 2.492 7.098
* 123 Easements and other nonpossessory 1 4 2.153 5.440
interests
124 Landlord-tenant relationship 1 4 2.245 6.124
125 Deeds, recording, title defects, and 2 2 4 2.267 6.118
title insurance
126 Mortgage characteristics and 2 2 4 2.320 6.331
recording requirements
127 Mortgage foreclosure and priorities 1 4 2.230 5.815
128 Fire and casualty insurance 1 4 2.344 6.432
FINANCIAL ACCOUNTING THEORY AND PRACTICE
129 Basic concepts, accounting 14 1 2 3 4 5 3.686 10.728
terminology, and accounting 6 7 8 9 10
principles 11 12 13 14
130 Conceptual framework of accounting 14 1 2 3 4 5 3.420 9.687
6 7 8 9 10
11 12 13 14
131 Unique aspects of accounting 11 1 2 3 4 5 2.685 7.489
for not-for-profit organizations 6 7 8 10 12
13
132 Nonmonetary transactions concepts 9 1 2 3 4 5 2.763 7.307
6 9 11 13
133 Analysis of financial statements 13 1 2 3 4 5 3.483 10.115
6 7 9 10 11
12 13 14
134 Constant dollar financial statements 3 5 6 9 2.645 6.617
135 Current cost financial statements 4 1 5 6 9 2.695 6.738
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Number of WS 









136 Measurement, valuation, and 
presentation of cash
12 1 2 3 4 5
6 7 8 9 10
13 14
3.392 9.249
137 Measurement, valuation, and 
presentation of marketable securities 
and investments
13 1 2 3 4 5
6 8 9 10 11
12 13 14
3.365 9.104
138 Measurement, valuation, and 
presentation of receivables
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.488 9.741
139 Measurement, valuation, and 
presentation of inventory
13 1 2 3 4 5
6 8 9 10 11
12 13 14
3.503 9.787
140 Measurement, valuation, and 
presentation of property, plant 
and equipment
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.481 9.729
141 Measurement, valuation, and 
presentation of leased assets
11 1 2 3 4 5
6 9 10 11 13
14
3.363 9.065
142 Measurement, valuation, and 
presentation of intangible assets
10 1 2 3 5 6
9 10 11 13 14
3.296 8.822
143 Measurement, valuation, and 
presentation of current liabilities
13 1 2 3 4 5
6 7 8 9 10
11 13 14
3.524 9.922
144 Measurement, valuation, and 
presentation of long-term liabilities
12 1 2 3 4 5
6 7 8 9 10
13 14
3.517 9.911
145 Measurement, valuation, and 
presentation of issuance and 
retirement of long-term bonds
7 1 2 3 4 5
6 9
3.149 7.916
146 Measurement, valuation, and 
presentation of lease liabilities
13 1 2 3 4 5
6 8 9 10 11
12 13 14
3.300 8.840
147 Measurement, valuation, and 
presentation of contingent liabilities
11 1 2 3 4 5
6 7 8 9 10
13
3.331 8.955
148 Measurement, valuation, and 
presentation of deferred revenue
14 1 2 3 4 5
6 7 8 9 10
11 12 13 14
3.270 8.722
149 Measurement, valuation, and 
presentation of owners’ equity
10 1 2 3 4 5 
6 9 11 13 14
3.410 9.534
150 Measurement, valuation, and 
presentation of treasury stock
7 1 2 3 4 5
6 9
3.128 8.107
151 Measurement, valuation, and 
presentation of pension costs 
and liabilities
12 1 2 3 4 5





Number of WS 









152 Cash, property, and liquidating 10 1 2 3 4 5 3.031 7.888
153
dividends
Stock dividends and splits 7
6 9 11 13 14
1 2 3 4 5 2.862 6.959
154 Stock options, warrants, and rights 10
6 9







6 9 10 11 13







Measurement and presentation of 11
6 7 8 9 10
11 12 13 14
1 2 3 5 6 3.485 9.800
158
cost of goods sold
Measurement, valuation, and 14
9 10 11 12 13
14
1 2 3 4 5 3.516 10.121
159
presentation of expenses
Recognition of gains or losses on 11
6 7 8 9 10
11 12 13 14
1 2 3 4 5 3.344 9.468
160
sale, trade or involuntary conversion 
of fixed assets
Measurement, valuation, and 10
6 9 10 11 13
14
1 2 3 4 5 3.128 8.387
161
presentation of unusual gains 
and losses
Measurement, valuation, and 9
9 11 13 14
1 2 3 4 5 3.366 9.503
162
presentation of provisions for current 
and deferred taxes
Measurement and presentation of 9
6 9 11 13
1 2 3 4 5 2.798 6.736
163
discontinued operations
Measurement and presentation of 8
6 9 10 13
1 2 3 4 5 2.984 7.665
164
extraordinary items
Measurement and presentation of 12
6 9 13
1 2 3 4 5 3.104 8.009
165
accounting changes and corrections 
of errors
Measurement and presentation of 5
6 7 9 10 11
13 14
1 3 5 6 9 2.899 7.167
166
earnings per share




Segments and lines of business
Gain or loss contingencies
3
10
6 9 10 11 12
13 14
1 6 9





169 Development stage enterprises 3
6 9 11 13 14
1 6 9 2.543 6.160
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Number of WS 









170 Percentage of completion and 12 1 2 3 4 5 3.008 8.089
completed contract methods of 6 9 10 11 12
revenue recognition 13 14
171 Installment method of revenue 10 1 2 3 4 5 2.990 8.101
recognition 6 9 10 11 13
172 Foreign exchange 0 2.442 5.923
173 Research and development 6 1 3 5 6 9 2.554 6.444
11
174 Fund accounting 5 1 3 5 6 7 2.610 7.022
COST/MANAGEMENT ACCOUNTING THEORY
AND PRACTICE
175 Cash flow analysis 3 10 12 14 2.902 8.006
176 Production costs 2 5 12 2.698 6.816
177 Computation and use of overhead 1 5 2.709 6.916
rates
178 Job order cost accounting systems 4 5 8 10 12 2.633 6.417
179 Process cost accounting systems 1 12 2.509 5.858
180 Standard cost accounting systems 4 5 8 10 12 2.585 6.271
181 Variance analysis 1 12 2.583 6.244
182 Joint costing and by-product costing 2 5 12 2.433 5.582
183 Spoilage, waste, and scrap 1 12 2.442 5.807
184 Absorption (full) costing 2 5 12 2.629 6.600
185 Direct (variable) costing 2 5 12 2.564 6.206
186 Product pricing 3 5 10 12 2.475 6.103
* 187 Transfer pricing 0 2.376 5.613
188 Budgeting for operations 4 10 12 13 14 2.608 6.800
189 Cost-volume-profit (breakeven) 1 12 2.683 6.975
analysis
190 Gross profit analysis 2 5 12 2.819 7.731
191 Differential cost analysis 1 12 2.419 5.825
192 Capital budgeting 1 12 2.518 6.392
193 Return on investment 1 12 2.636 7.007
194 Responsibility accounting 2 10 12 2.229 5.512
* 195 Learning curves 0 2.100 4.948
196 Regression and correlation analysis 1 12 2.079 4.917
B-11
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Number of WS 









197 Inventory control (e.g., economic 1 12 2.315 5.762
order quantity)
* 198 PERT/cost 1 12 2.065 4.850
* 199 Sensitivity analysis 1 12 1.917 4.613
200 Probability analysis 1 12 1.968 4.750
* 201 Linear programming 1 12 1.899 4.505
* 202 Behavioral implications of accounting 1 12 1.962 4.703
data
FEDERAL TAXATION — INDIVIDUALS
203 Reporting basis of taxpayer 2 11 14 3.176 9.356
204 Business, investment, alimony, 2 11 14 3.213 9.604
and other gross income
205 Capital gains and losses 2 11 14 3.234 9.740
206 Deductions from gross income 1 11 3.229 9.792
207 Exclusions from income 1 11 3.217 9.610
208 Basis for property 1 11 3.224 9.598
209 Character and recognition of gains 1 11 3.197 9.572
or losses on property transactions
210 Itemized deductions 1 11 3.232 9.776
211 Zero tax bracket amount 1 11 3.141 9.329
212 Filing status and exemptions 1 11 3.201 9.536
213 Tax computations including 1 11 3.204 9.602
minimum tax, alternative minimum
tax, and income averaging
214 Tax credits 1 11 3.235 9.713
215 Claims for refunds 2 4 11 3.086 9.200
216 Assessments 1 11 2.974 8.661
217 Effect of gift and estate taxes 1 11 2.888 8.169
on individuals
FEDERAL TAXATION — CORPORATIONS
218 Determination of gross income 8 1 2 3 5 6 3.469 10.290
11 13 14
219 Deductions from gross income 7 1 2 3 5 6 3.470 10.319
11 14





Number of WS 









221 Reconciliation of taxable income 7 1 2 3 5 6 3.487 10.439
and book income 9 11
222 Reconciliation of opening and closing 7 1 2 3 5 6 3.406 10.115
retained earnings 9 11
223 Tax computation 8 1 2 3 4 5 3.479 10.442
6 9 11
224 Tax credits 8 1 2 3 4 5 3.462 10.409
6 11 14
225 Controlled groups and consolidated 4 1 5 6 11 3.152 8.890
tax returns
226 Subchapter S corporations 4 1 6 11 14 3.156 9.161
227 Personal holding companies 1 11 2.747 7.211
228 Accumulated earnings tax 1 11 2.815 7.404
229 Tax-free incorporation 1 11 2.808 7.790
230 Reorganizations 1 11 2.690 7.112
231 Liquidations and dissolutions 1 11 2.741 7.578
FEDERAL TAXATION — PARTNERSHIPS
232 Contribution of capital or services in 1 11 2.789 7.899
partnership formation
233 Basis and holding period of partner’s 1 11 2.807 7.933
interest
234 Basis of property contributed 1 11 2.831 7.975
to partnership
235 Determination of partnership income 3 5 6 11 2.931 8.615
and partner’s distributive shares
of income
236 Elections available to partners 1 11 2.771 7.852
(different reporting methods)
237 Fiscal year end of partnership 1 11 2.722 7.629
and partners
238 Guaranteed payments 2 4 11 2.693 7.496
239 Sales and exchanges between partner 2 6 11 2.729 7.498
and partnership
240 Current distributions of partnership 2 6 11 2.726 7.537
assets
241 Distribution of partnership 2 5 11 2.699 7.305
assets in liquidation
242 Basis of assets distributed to partners 2 5 11 2.694 7.405
B-13
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243 Sale or exchange of partnership 
interest
2 5 11 2.713 7.528
244 Payments to retired partner 2 4 11 2.590 6.831
245 Payments to deceased partner’s 
successor
1 11 2.573 6.636
246
FEDERAL
Determination of partnership income 
and partners’ distributive shares of 
income from limited partnership
TAXATION — ESTATE AND GIFT
1 11 2.747 7.592
247 Computation of taxable estate, 
estate tax and credits
1 11 2.452 6.702
248 Computation of taxable gifts, 
gift tax and credits
1 11 2.446 6.733
* 249 Exclusions from estate and gift tax 1 11 2.435 6.733
250 Computation of distributable net 
income of estates and trusts
1 11 2.441 6.721
251 Distributions deduction of 
estates and trusts
1 11 2.415 6.662
252 Computation of income tax and 
credits for estates and trusts
1 11 2.427 6.750
* 253
FEDERAL
Trust throwback provisions 1
TAXATION — EXEMPT ORGANIZATIONS
11 2.310 5.936
254 Types of exempt organizations 
and required information returns
1 11 2.480 7.077
255 Requirements for exemption from 
income tax
1 11 2.453 6.854
* 256 Foundations 1 11 2.166 5.578
257 Unrelated business income and tax 1 11 2.294 6.203
* 258
OTHER
Reports required for cooperatives 1 11 2.059 5.000
* 259 Computer programming 1 12 2.270 5.975
* 260
* 261
Commercial bank lending policies
Specialized industry applications 







* 262 Payroll tax returns 1 11 2.736 8.050
263 Time value of money — present 
value concepts




Number of WS 









* 264 Actuarial concepts 0 2.343 6.218
265 Employment compensation and 12 1 2 3 4 5 2.732 8.002
pension plans, including ERISA 6 9 10 11 12
requirements 13 14
















































10 11 3.588 10.773
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APPENDIX C
ILLUSTRATIONS OF OBJECTIVE ITEMS REVIEWED
PART 1 — ILLUSTRATIONS OF ESSAY QUESTIONS AND PROBLEMS 
CONVERTED TO OBJECTIVE ITEM FORMATS
Appendix C—Part 1 presents four illustrations of objective items that might appear on an all objective Examination. 
Each illustration shows how concepts previously tested on an essay question or in a problem could be tested in an 
objective format. These illustrations are not intended as exemplary objective items; rather, they merely demonstrate 
specific points.
Illustration 1 shows how one fact pattern, originally serving as the basis for a problem, can also serve as the basis 
for a series of objective items.
Illustration 2 shows how one fact pattern, originally serving as the basis for an essay question, can be broken down 
into several smaller fact patterns that can also serve as the basis for several objective items.
Illustration 3 shows how concepts, originally tested in an essay question, can also be tested by objective items.
Illustration 4 shows how one fact pattern, originally serving as the basis for an essay question, can also serve as the 
basis for a series of objective items.
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ILLUSTRATION 1 — ACCOUNTING PRACTICE
PAST EXAMINATION PROBLEM AND ANSWER
Question
Bryant Corporation was incorporated on 
December 1, 1981, and began operations one week later. 
Bryant is a nonpublic enterprise. Before closing the books 
for the fiscal year ended November 30, 1982, Bryant’s 







Marketable securities, at cost 60,000
Accounts receivable 450,000
Less allowance for doubtful accounts (59,000)
Inventories 430,000
Prepaid insurance 15,000
Total current assets 1,046,000
Property, plant & equipment 426,000
Less accumulated depreciation (40,000)
Research & development costs 120,000
Total assets $1,552,000
Liabilities & Stockholders’ Equity
Current liabilities
Accounts payable & accrued expenses $ 592,000
Income taxes payable 224,000
Total current liabilities 816,000
Stockholders’ equity
Common stock, $10 par value 400,000
Retained earnings 336,000
Total stockholders’ equity 736,000
Total liabilities & stockholders’
equity $1,552,000
Bryant Corporation 
STATEMENT OF INCOME 
For the Year Ended November 30, 1982
Net sales $2,950,000
Operating expenses
Cost of sales 1,670,000
Selling & administrative 650,000
Depreciation 40,000
Research & development 30,000
2,390,000
Income before income taxes 560,000
Provision for income taxes 224,000
Net income $ 336,000
Bryant is in the process of negotiating a loan for expan­
sion purposes and the bank has requested audited finan­
cial statements. During the course of the audit, the follow­
ing additional information was obtained:
1. The investment portfolio consists of short-term 
investments in marketable equity securities with a total 
market valuation of $55,000 as of November 30, 1982.
2. Based on an aging of the accounts receivable as of 
November 30, 1982, it was estimated that $36,000 of the 
receivables will be uncollectible. There were no bad debt 
write-offs during the year.
3. Inventories at November 30, 1982, did not include 
work-in-process inventory costing $12,000 sent to an out­
side processor on November 29, 1982.
4. A $3,000 insurance premium paid on November 30, 
1982, on a policy expiring one year later was charged to 
insurance expense.
5. Bryant adopted a pension plan on June 1, 1982, for 
eligible employees to be administered by a trustee. Based 
upon actuarial computations, the first 12 months’ nor­
mal pension plan cost was estimated at $45,000, none 
of which has been funded.
6. On June 1, 1982, a production machine purchased 
for $24,000 was charged to repairs and maintenance. 
Bryant depreciates machines of this type on the straight- 
line method over a five-year life, with no salvage value, 
for financial and tax purposes.
7. Research and development costs of $150,000 were 
incurred in the development of a patent which Bryant 
expects to be granted during the fiscal year ending 
November 30, 1983. Bryant initiated a five-year amor­
tization of the $150,000 total cost during the fiscal year 
ended November 30, 1982.
8. During December 1982 a competitor company filed 
suit against Bryant for patent infringement claiming 
$200,000 in damages. Bryant’s legal counsel believes that 
an unfavorable outcome is probable. A reasonable estimate 
of the court’s award to the plaintiff is $50,000.
9. The 40% effective tax rate was determined to be 
appropriate for calculating the provision for income taxes 
for the fiscal year ended November 30, 1982. Ignore com­
putation of deferred portion of income taxes.
Required:
Complete the tear-out worksheet to prepare a corrected 
balance sheet of Bryant Corporation as of November 30, 
1982, and a corrected statement of income for the year 
ended November 30, 1982. Formal statements and journal 
entries are not required. Supporting computations should 
be in good form. Include the completed tear-out worksheet 




WORKSHEET FOR BALANCE SHEET 
AND INCOME STATEMENT 
November 30, 1982






Marketable securities, at cost 60,000
Accounts receivable 450,000
Allowance for doubtful accounts (59,000)
Inventories 430,000
Prepaid insurance 15,000
Property, plant & equipment 426,000
Accumulated depreciation (40,000)
Research & development costs 120,000
1,552,000
Liabilities & Stockholders’ Equity:
Accounts payable & accrued expenses (592,000)






Cost of sales 1,670,000
Selling & administrative expenses 650,000
Depreciation expense 40,000
Research & development expense 30,000





WORKSHEET FOR BALANCE SHEET 









Marketable securities, at cost 60,000 60,000
Allowance for reduction to market 5,000 (5,000)
Accounts receivable 450,000 450,000
Allowance for doubtful accounts (59,000) 23,000 (36,000)
Inventories 430,000 12,000 442,000
Prepaid insurance 15,000 3,000 18,000
Property, plant & equipment 426,000 24,000 450,000
Accumulated depreciation (40,000) 2,400  (42,400)
Research & development costs 120,000 120,000 —
1,552,000 1,486,600
Liabilities & Stockholders’ Equity
Accounts payable & accrued expenses (592,000) 22,500 (614,500)
Estimated liability from lawsuit 50,000 (50,000)
Income taxes payable (224,000) 55,160 (168,840)
Common stock (400,000) (400,000)
Retained earnings (336,000) 82,740 (253,260)
(1,552,000) (1,486,600)
Statement of Income
Net sales (2,950,000) (2,950,000)
Cost of sales 1,670,000 12,000
24,000
1,634,000
Selling & administrative expenses 650,000 22,500 23,000 646,500
3,000
Depreciation expense 40,000 2,400 42,400
Research & development expense 30,000 120,000 150,000
Unrealized loss on marketable securities 5,000 5,000
Estimated loss from lawsuit 50,000 50,000
Provision for income taxes 224,000 55,160 168,840
Net income (336,000) 82,740 (253,260)
C-4
MULTIPLE CHOICE FORMAT
Items 1 through 18 are based on the following information:
Bryant Corporation was incorporated on December 
1, 1981, and began operations one week later. Bryant is 
a nonpublic enterprise. Before closing the books for the 
fiscal year ended November 30, 1982, Bryant’s controller 







Marketable securities, at cost 60,000
Accounts receivable 450,000
Less allowance for doubtful accounts (59,000)
Inventories 430,000
Prepaid insurance 15,000
Total current assets 1,046,000
Property, plant & equipment 426,000
Less accumulated depreciation (40,000)
Research & development costs 120,000
Total assets $1,552,000
Liabilities & Stockholders' Equity______
Current liabilities
Accounts payable & accrued expenses $ 592,000
Income taxes payable 224,000
Total current liabilities 816,000
Stockholders’ equity
Common stock, $10 par value 400,000
Retained earnings 336,000
Total stockholders’ equity 736,000
Total liabilities & stockholders’ 
equity $1,552,000
Bryant Corporation 
STATEMENT OF INCOME 
For the Year Ended November 30, 1982
Net sales $2,950,000
Operating expenses
Cost of sales 1,670,000
Selling & administrative 650,000
Depreciation 40,000
Research & development 30,000
2,390,000
Income before income taxes 560,000
Provision for income taxes 224,000
Net income $ 336,000
Bryant is in the process of negotiating a loan for expan­
sion purposes and the bank has requested audited finan­
cial statements. During the course of the audit, the follow­
ing additional information was obtained:
• The investment portfolio consists of short-term 
investments in marketable equity securities with a total 
market valuation of $55,000 as of November 30, 1982.
• Based on an aging of the accounts receivable as of 
November 30, 1982, it was estimated that $36,000 of the 
receivables will be uncollectible. There were no bad debt 
write-offs during the year.
• Inventories at November 30, 1982, did not include 
work-in-process inventory costing $12,000 sent to an out­
side processor on November 29, 1982.
• A $3,000 insurance premium paid on November 30, 
1982, on a policy expiring one year later was charged to 
insurance expense.
• Bryant adopted a pension plan on June 1, 1982, for 
eligible employees to be administered by a trustee. Based 
upon actuarial computations, the first 12 months’ normal 
pension plan cost was estimated at $45,000, none of which 
has been funded.
• On June 1, 1982, a production machine purchased 
for $24,000 was charged to repairs and maintenance. Bryant 
depreciates machines of this type on the straight-line 
method over a five-year life, with no salvage value, for 
financial and tax purposes.
• Research and development costs of $150,000 were 
incurred in the development of a patent which Bryant 
expects to be granted during the fiscal year ending 
November 30, 1983. Bryant initiated a five-year amortiza­
tion of the $150,000 total cost during the fiscal year 
ended November 30, 1982.
• During December 1982 a competitor company filed 
suit against Bryant for patent infringement claiming 
$200,000 in damages. Bryant’s legal counsel believes that 
an unfavorable outcome is probable. A reasonable estimate 
of the court’s award to the plaintiff is $50,000.
• The 40% effective tax rate was determined to be 
appropriate for calculating the provision for income 
taxes for the fiscal year ended November 30, 1982. Ignore 
computation of deferred portion of income taxes.
C-5
1. In the income statement for the year ended 
November 30, 1982, Bryant should report for the 
marketable securities
a. A realized loss of $5,000.
* b. An unrealized loss of $5,000.
c. A realized gain of $5,000.
d. An unrealized gain of $5,000.
2. In the November 30, 1982, balance sheet, Bryant 









3. In the November 30, 1982, balance sheet, Bryant 























9. At November 30, 1982, Bryant should report a 





10. At November 30, 1982, property, plant and equip­





11. Depreciation expense for the year ended November 





12. At November 30, 1982, accumulated depreciation 





13. In the November 30, 1982, balance sheet, research 





6. Cost of goods sold for the year ended November 30, 





14. Research and development expense for the year 





7. Prepaid insurance at November 30, 1982, should be 15. In the November 30, 1982, balance sheet, Bryant
reported as should report an estimated liability from lawsuit at
a. $0 a. $0
b. $12,000 * b. $ 50,000
c. $15,000 c. $100,000
* d. $18,000 d. $200,000
C-6
16. For the year ended November 30, 1982, which one 
of the following adjustments increases the unadjusted in­
come, before income taxes, of $560,000?
a. Pension expense.
* b. Work-in-process inventory at outside processor. 
c. Estimated loss from lawsuit.
d. Research and development costs.
17. For the year ended November 30, 1982, which one 
of the following adjustments decreases the unadjusted in­
come, before income taxes, of $560,000?
a. Recognition of prepaid insurance.
b. Reduction in allowance for doubtful accounts.
* c. Depreciation on machine purchased June 1, 
1982.
d. Recognition of research and development cost.
18. Assume that adjustments increasing income before 
income taxes total $62,000, and adjustments decreasing 
income before income taxes total $199,900. The adjusted 
provision for income taxes should be reported in the in­






The concepts tested in the preceding problem could also 
be tested by requiring candidates to complete a worksheet 





WORKSHEET FOR BALANCE SHEET 









Allowance for doubtful accounts(59,000)
Inventories 430,000
Prepaid insurance 15,000
Property, plant & equipment 426,000
Accumulated depreciation(40,000)
Research & development costs 120,000
Other assets_____________________
1,552,000
Liabilities & Stockholders' Equity:________________






_______ Statement of Income______
Net sales (2,950,000)
Cost of sales 1,670,000
Selling & administrative expenses 650,000
Depreciation expense 40,000
Research & development expense 30,000
Other Expenses






ILLUSTRATION 2 — ACCOUNTING THEORY
PAST EXAMINATION ESSAY QUESTION 
AND ANSWER
Question
Angela Company is a manufacturer of toys. During 
the year, the following situations arose:
• A safety hazard related to one of its toy products 
was discovered. It is considered probable that 
liabilities have been incurred. Based on past ex­
perience, a reasonable estimate of the amount of 
loss can be made.
• One of its small warehouses is located on the bank 
of a river and could no longer be insured against 
flood losses. No flood losses have occurred after 
the date that the insurance became unavailable.
• This year, Angela began promoting a new toy by 
including a coupon, redeemable for a movie ticket, 
in each toy’s carton. The movie ticket, which cost 
Angela $2, is purchased in advance and then mail­
ed to the customer when the coupon is received by 
Angela. Angela estimated, based on past exper­
ience, that sixty percent of the coupons would be 
redeemed. Forty percent of the coupons were ac­
tually redeemed this year, and the remaining twenty 
percent of the coupons are expected to be redeemed 
next year.
Required:
a. How should Angela report the safety hazard? 
Why? Do not discuss deferred income tax implications.
b. How should Angela report the noninsurable 
flood risk? Why?
c. How should Angela account for the toy promo­
tion campaign in this year?
Answer
a. Angela should report the estimated loss from the 
safety hazard as an expense in the income statement and 
a liability in the balance sheet because both of the follow­
ing conditions were met:
• It is considered probable that liabilities have been 
incurred.
• Based on past experience, a reasonable estimate of 
the amount of loss can be made.
In addition, Angela should disclose the nature of the 
safety hazard in the notes to the financial statements.
b. Angela should not report the estimated loss from the 
noninsurable flood risk as an expense in the income state­
ment or a liability in the balance sheet because no losses 
have occurred since the warehouse has been uninsured and 
the asset has not been impaired. Thus, a loss has not been 
recognized and a liability does not exist. Furthermore, 
disclosure of the noninsurable risk in the notes to the finan­
cial statements is not required because no losses have 
occurred since the warehouse has been uninsured. Dis­
closure in the notes to the financial statements is, however, 
permitted.
c. The purchase of the movie tickets should be accounted 
for by debiting an asset account, movie tickets inventory, 
and crediting cash. An accrual for the estimated promo­
tion expense and liability should be accounted for by 
debiting promotion expense and crediting an accrued 
liability for those costs associated with sixty percent of 
the coupons issued. The coupons actually redeemed this 
year should be accounted for by debiting the accrued 
liability and crediting the asset account, movie tickets 
inventory, for forty percent of the coupons.
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MULTIPLE CHOICE FORMAT
Items 1 through 3 are based on the following information:
Angela Company is a manufacturer of toys. During 
the year, a safety hazard related to one of its toy products 
was discovered. It is considered probable that liabilities 
have been incurred. Based on past experience, a reasonable 
estimate of the amount of loss can be made.
1. An estimated loss from the safety hazard should
* a. Be reported as an expense in the income state­
ment and the nature of the safety hazard should 
be disclosed in the notes to the financial 
statements.
b. Be reported as an expense in the income state­
ment but the nature of the safety hazard is not 
required to be disclosed in the notes to the finan­
cial statements.
c. Not be reported as an expense in the income 
statement but the nature of the safety hazard 
should be disclosed in the notes to the financial 
statements.
d. Not be reported as an expense in the income 
statement and the nature of the safety hazard 
is not required to be disclosed in the notes to 
the financial statements.
2. An estimated loss from the safety hazard should
* a. Be reported as a liability in the balance sheet and 
the nature of the safety hazard should be dis­
closed in the notes to the financial statements.
b. Be reported as a liability in the balance sheet but 
the nature of the safety hazard is not required 
to be disclosed in the notes to the financial 
statements.
c. Not be reported as a liability in the balance sheet 
but the nature of the safety hazard should be dis­
closed in the notes to the financial statements.
d. Not be reported as a liability in the balance 
sheet and the nature of the safety hazard is not 
required to be disclosed in the notes to the finan­
cial statements.
3. An estimated loss from the safety hazard should
* a. Be accrued because it was considered probable 
that liabilities have been incurred and that, based 
on past experience, a reasonable estimate of loss 
can be made.
b. Be accrued solely because, based on past ex­
perience, a reasonable estimate of loss can be 
made.
c. Be accrued solely because it was considered 
probable that liabilities have been incurred.
d. Not be accrued because it was only considered 
probable that liabilities have been incurred.
Items 4 through 6 are based on the following information:
Angela Company is a manufacturer of toys. One of 
its small warehouses is located on the bank of a river and 
could no longer be insured against flood losses. No flood 
losses have occurred after the date that the insurance 
became unavailable.
4. An estimated loss from the noninsurable flood risk 
should
* a. Not be reported as an expense in the income 
statement and the nature of the noninsurable 
flood risk is not required to be disclosed in the 
notes to the financial statements.
b. Not be reported as an expense in the income 
statement but the nature of the noninsurable 
flood risk should be disclosed in the notes to the 
financial statements.
c. Be reported as an expense in the income state­
ment but the nature of the noninsurable flood 
risk is not required to be disclosed in the notes 
to the financial statements.
d. Be reported as an expense in the income state­
ment and the nature of the noninsurable flood 
risk should be disclosed in the notes to the finan­
cial statements.
5. An estimated loss from the noninsurable flood risk 
should
* a. Not be reported as a liability in the balance sheet 
and the nature of the noninsurable flood risk 
is not required to be disclosed in the notes to 
the financial statements.
b. Not be reported as a liability in the balance sheet 
but the nature of the noninsurable flood risk 
should be disclosed in the notes to the financial 
statements.
c. Be reported as a liability in the balance sheet but 
the nature of the noninsurable flood risk is not 
required to be disclosed in the notes to the finan­
cial statements.
d. Be reported as a liability in the balance sheet and 
the nature of the noninsurable flood risk should 
be disclosed in the notes to the financial 
statements.
6. An estimated loss from the noninsurable flood risk 
should
* a. Not be accrued because no losses have occurred 
since the warehouse has been uninsured and the 
asset has not been impaired.
b. Be accrued because it could no longer be insured 
against flood losses.
c. Be accrued because a reasonable estimate of the 
amount of loss can be made.
d. Be accrued because it was considered probable 
that a loss will occur and that a reasonable 
estimate of the amount of loss can be made.
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Items 7 through 10 are based on the following information:
Angela Company is a manufacturer of toys. During 
this year, Angela began promoting a new toy by including 
a coupon, redeemable for a movie ticket, in each toy’s car­
ton. The movie ticket, which cost Angela $2, is purchased 
in advance and then mailed to the customer when the 
coupon is received by Angela. Angela estimated, based on 
past experience, that sixty percent of the coupons would 
be redeemed. Forty percent of the coupons were actually 
redeemed this year, and the remaining twenty percent of 
the coupons are expected to be redeemed next year.
7. The purchase of the movie tickets for the toy promo­
tion campaign should be accounted for by
* a. Debiting an asset account, movie tickets 
inventory.
b. Debiting an expense account, promotion 
expense.
c. Crediting a liability account, accrued liability for 
promotion expense.
d. Crediting an asset account, movie tickets 
inventory.
8. An accrual for the estimated promotion expense and 
liability this year should
* a. Be accounted for by debiting promotion expense 
and crediting an accrued liability.
b. Be accounted for by debiting promotion expense 
and crediting movie tickets inventory.
c. Be accounted for by debiting movie tickets in­
ventory and crediting an accrued liability.
d. Not be accounted for prior to the redemption 
of the coupons issued.
9. The amount of the accrual for the estimated promo­
tion expense and liability this year should be those costs 
associated with
* a. Sixty percent of the coupons issued.
b. Forty percent of the coupons issued.
c. Twenty percent of the coupons issued.
d. Zero.
10. The coupons actually redeemed this year should be 
accounted for by debiting the accrued liability and crediting 
the
* a. Asset account, movie tickets inventory, for for­
ty percent of the coupons.
b. Asset account, movie tickets inventory, for sixty 
percent of the coupons.
c. Expense account, promotion expense, for forty 
percent of the coupons.
d. Expense account, promotion expense, for twenty 
percent of the coupons.
C-11
ILLUSTRATION 3 — AUDITING
PAST EXAMINATION ESSAY QUESTION 
AND ANSWER
Question
The audit committee of the Board of Directors of 
Unicorn Corp. asked Tish & Field, CPAs, to audit 
Unicorn’s financial statements for the year ended 
December 31, 1983. Tish & Field explained the need to 
make an inquiry of the predecessor auditor and requested 
permission to do so. Unicorn’s management agreed, and 
authorized the predecessor auditor to respond fully to 
Tish & Field’s inquiries.
After a satisfactory communication with the 
predecessor auditor, Tish & Field drafted an engagement 
letter that was mailed to the audit committee of the Board 
of Directors of Unicorn Corp. The engagement letter 
clearly set forth arrangements concerning the involvement 
of the predecessor auditor and other matters.
Required:
a. What information should Tish & Field have ob­
tained during their inquiry of the predecessor auditor prior 
to acceptance of the engagement?
b. Describe what other matters would Tish & Field 
generally have included in the engagement letter.
Answer
a. Prior to acceptance of the engagement, Tish & Field 
should have communicated with the predecessor auditor 
regarding —
• Facts that might bear on the integrity of 
management.
• Disagreements with management concerning ac­
counting principles, auditing procedures, or other 
significant matters.
• The predecessor’s understanding about the reason 
for the change.
• Any other information that may be of assistance 
in determining whether to accept the engagement.
b. The form and content of engagement letters may vary, 
but they would generally contain information regarding —
• The objective of the audit.
• The estimated completion date.
• Management’s responsibility for the financial 
statements.
• The scope of the audit.
• Other communication of the results of the 
engagement.
• The fact that because of the test nature and other 
inherent limitations of an audit, together with the 
inherent limitations of any system of internal con­
trol, there is an unavoidable risk that even some 
material misstatement may remain undiscovered.
• Access to whatever records, documentation, and 
other information may be requested in connection 
with the audit.
• Arrangements with respect to client assistance in the 
performance of the audit engagement.
• Expectation of receiving from management written 
confirmation concerning representations made in 
connection with the audit.
• Notification of any changes in the original arrange­
ments that might be necessitated by unknown or un­
foreseen factors.
• Request for the client to confirm the terms of the 
engagement by acknowledging receipt of the engage­
ment letter.




1. What information should a successor auditor obtain 
during the inquiry of the predecessor auditor prior to 
acceptance of the engagement?
I. Facts that bear on the integrity of management.
II. Disagreements with management concerning 
auditing procedures.
III. Whether statistical or nonstatistical sampling was 
used to gather evidence.
IV. The effect of the client’s internal audit function on 
the scope of the independent auditor’s examination.
* a. I and II.
b. III and IV.
c. I and IV.
d. II and III.
2. Prior to accepting an audit engagement, a successor 
auditor should inquire of the predecessor auditor whether
* a. There had been disagreements with management 
concerning accounting principles.
b. Analytical review procedures used by the 
predecessor had been effective.
c. Substantive tests prior to the balance sheet date 
had been performed each year.
d. Other auditors who report on the subsidiaries 
of the client had always issued unqualified 
opinions.
3. Prior to accepting an audit engagement, a successor 
auditor should obtain during the inquiry of the predecessor 
auditor
* a. The predecessor’s understanding about the 
reason for the change.
b. A copy of the predecessor’s prior year engage­
ment letter.
c. The predecessor’s knowledge of other auditors 
who are being considered as successor auditor.
d. An estimate of the predecessor’s preliminary 
judgment about the current year’s materiality 
levels.
4. After a client has authorized its predecessor auditor 
to fully respond to the successor auditor’s inquiries con­
cerning information that may help the successor decide 
whether to accept the engagement, the predecessor’s 
response is usually limited to
a. An acknowledgment that the predecessor had 
been the auditor and the predecessor’s 
understanding about the reason for the change.
b. A listing of disagreements with management 
concerning accounting principles and auditing 
procedures.
c. Supplying the successor with the prior year’s 
working papers which the successor may review 
or copy.
* d. Any significant information that may be of 
assistance to the successor in determining 
whether to accept the engagement.
5. The audit engagement letter should generally include 
a reference to each of the following except
a. The expectation of receiving a written manage­
ment representation letter.
* b. A description of the auditor’s method of 
sample selection.
c. The risk that material misstatements may remain 
undiscovered.
d. A request for the client to confirm the terms of 
the engagement.
6. The objective of the audit and the estimated com­
pletion date are among the items that are generally included 
in a(an)
a. Letter of audit inquiry.
b. Management representation letter.
* c. Engagement letter.
d. Comfort letter.
7. Among other things, which of the following should 
generally be included in an audit engagement letter?
I. Management’s responsibility for the financial 
statements.
II. Billing arrangements and the basis on which fees are 
computed.
III. A description of the client’s internal accounting 
controls.
IV. A reminder that the auditor must confirm accounts 
receivable and observe physical inventories.
* a. I and II.
b. II and IV.
c. I and III.
d. III and IV.
8. The scope of the audit, including reference to the 
pronouncements of professional bodies to which the 






* b. I and II.
c. I and III.
d. II and III.
C-13
9. An engagement letter drafted by the auditor and 
acknowledged by the client is one method of assuring that 
the auditor will have
* a. Access to whatever records and documents are 
needed for the audit.
b. Cooperation of the client’s attorney concerning 
the letter of audit inquiry.
c. Verification that the financial statements adhere 
to generally accepted accounting principles.
d. Enough competent evidential matter to render 
an opinion.
10. Arrangements with respect to client assistance in the 
performance of the audit engagement should be 
documented in the
a. Audit program for transactions.
b. Letter of audit inquiry.
c. Internal control questionnaire.
* d. Engagement letter.
11. The use of an audit engagement letter is the best 
method of documenting
I. The required communication of material weaknesses 
in internal accounting control.
II. Significantly lower materiality levels than those 
used in the prior audit.
III. The description of any letters or reports that the 
auditor expects to issue.
IV. Notification of any changes in the original arrange­
ments of the audit.
a. I and II.
b. I and IV.
c. II and III.
* d. III and IV.
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ILLUSTRATION 4 — BUSINESS LAW
PAST EXAMINATION ESSAY QUESTION 
AND ANSWER
Question
Joe Fine, a clothing manufacturer for the past 30 
years, owns a plant on which Muni Bank holds a mort­
gage. He also leases a warehouse from Jay Co. in which 
he stores the clothing manufactured in the plant. There 
are 10 years remaining on the lease term. Fine plans to 
move his operations to another location and has decided 
to sell to Bean his interests in the plant and lease.
Fine is contemplating selling the plant to Bean under 
one of the following conditions:
• Bean taking the plant subject to the mortgage.
• Bean assuming the mortgage on the plant.
• Fine obtaining a duly executed novation from 
Muni and Bean.
The lease contains a clause prohibiting assignment 
to third parties. Fine is concerned with this clause as well 
as his continuing liability to Jay upon the transfer of his 
interests in the lease to Bean. In this regard, Fine asserts 
that:
• The clause prohibiting the assignment of the lease 
is void.
• The prohibition against assignment will not af­
fect his right to sublease.
• He will be released from liability to pay rent upon 
obtaining Jay’s consent either to sublet or to 
assign.
Required: Answer the following, setting forth reasons 
for any conclusions stated.
a. In separate paragraphs, discuss Fine’s and 
Bean’s liability to Muni under each of the three aforemen­
tioned conditions relating to the mortgage, if Bean after 
purchasing the plant defaults on the mortgage payments, 
thereby creating a deficiency after a foreclosure sale.
b. In separate paragraphs, comment on Fine’s 
assertions regarding the lease, indicating whether such 
assertions are correct and the reasons therefore.
Answer
a. If Bean purchases the plant subject to the mortgage, 
Fine will remain liable to Muni on the note and the 
underlying mortgage. Thus, Fine will be liable to Muni 
for any deficiency that may exist after a foreclosure sale. 
By taking the plant subject to the mortgage, Bean avoids 
liability for any deficiency. Therefore, Bean’s potential 
liability is limited to any equity he may have built up 
in the plant.
If Bean assumes the mortgage, Fine will continue to be 
liable to Muni despite the agreement permitting Bean to 
assume the mortgage. Therefore, any resulting deficiency 
from a foreclosure sale will be Fine’s responsibility. In 
addition, since Bean assumed the mortgage, he would 
also be held liable to Muni.
The execution of a novation would release Fine from his 
liability to Muni on the mortgage and would substitute 
Bean in his place. In order to have a valid novation in­
volving real property, Muni must agree to it in writing. 
b. Fine is incorrect in his assertion that the clause pro­
hibiting the assignment of the lease is void. A clause pro­
hibiting the assignment of a lease will not constitute a 
disabling restraint sufficient to prevent the free aliena­
tion of property and is therefore valid. Fine is bound 
by the restrictive clause since he consented to it when 
entering into the lease.
Fine’s assertion that the prohibition against assignment 
will not affect his right to sublease is correct. In the 
absence of a provision in the lease to the contrary, a te­
nant has the right to assign the lease or sublet the premises. 
A prohibition against either will not be a prohibition 
against both. Therefore, Fine may sublease the warehouse 
to Bean despite the clause forbidding the assignment of 
the lease.
Fine’s assertion that he will be released from liability 
under the lease upon obtaining Jay’s consent to either 
sublet or assign is incorrect. Under a sublease or assign­
ment, the original tenant will remain fully liable for the 
stipulated rent unless the landlord releases the original 
tenant from that obligation. The fact that the landlord 
consents to the sublease or assignment will not automati­
cally relieve the original tenant from his obligation to 
pay rent. Therefore, any rent due pursuant to the lease 
will continue to be Fine’s legal responsibility.
C-15
MULTIPLE CHOICE FORMAT
Items 1 through 4 are based on the following information:
Joe Fine, a clothing manufacturer for the past 30 
years, owns a plant on which Muni Bank holds a mort­
gage. Fine plans to move his operations to another loca­
tion and has decided to sell to Jill Bean his interest in the 
plant.
Fine is contemplating selling the plant to Bean under 
one of the following conditions:
• Bean taking the plant subject to the mortgage.
• Bean assuming the mortgage on the plant.
• Fine obtaining a duly executed novation from Muni 
and Bean.
Bean defaulted on the mortgage payments shortly 
after purchasing the plant, thereby resulting in a deficiency 
after a foreclosure sale.
1. If Bean purchased the plant subject to the mortgage 
a. Bean will be liable to pay the deficiency.
* b. Bean’s liability is limited to any equity she may 
have built up in the plant.
c. Fine’s liability is limited to any equity he may 
have built up in the plant.
d. Fine will be relieved from paying the deficiency.
2. If Bean assumed the mortgage on the plant
* a. Bean will be liable to pay the deficiency.
b. Bean’s liability is limited to any equity she may 
have built up in the plant.
c. Fine’s liability is limited to any equity he may 
have built up in the plant.
d. Fine will be relieved from paying the deficiency.
3. Which of the following best describes the effect of 
the novation?
a. Bean’s liability will be limited to any equity she 
may have built up in the plant.
b. Bean will become primarily liable and Fine 
secondarily liable for the deficiency.
c. Fine will become secondarily liable for the 
deficiency.
* d. Fine will be relieved from paying the deficiency.
4. Which of the following is not a requirement to a 
novation on a real estate mortgage?
a. There must be at least three parties involved.
b. It must be in writing.
c. There must be a substitution of a new debtor 
in place of the old debtor.
* d. The parties must mutually agree to rescind their 
original contracts.
Items 5 through 8 are based on the following information:
Joe Fine, a clothing manufacturer is leasing a 
warehouse from Jay Co. for the purpose of storing cloth­
ing which he manufactures. There are ten years remain­
ing on the lease term. Fine plans to move his operations 
to another location and has decided to sell his interest in 
the lease to Bean.
The lease contains a clause prohibiting its assignment 
to third parties. Fine is concerned with this clause as well 
as his continuing liability to pay Jay upon the transfer of 
his interests in the lease to Bean. In this regard, Fine asserts 
that:
• The clause prohibiting the assignment of the lease 
is void.
• The prohibition against assignment will not affect 
his right to sublease.
• He will be discharged from liability to pay rent 
upon obtaining Jay’s consent either to sublet or 
assign.
5. Fine’s assertion that the clause prohibiting the assign­
ment of the lease is void is
a. Correct under the uniform laws governing 
transfers of real property.
b. Correct as a matter of public policy.
* c. Incorrect, since it does not prevent the free 
alienation of property.
d. Incorrect, since a leasehold interest is personal 
property which may be assigned in all cases.
6. Fine’s assertion that the prohibition against assign­
ment will not affect his right to sublet is
* a. Correct, since the right to sublet exists in the 
absence of a provision in the lease to the 
contrary.
b. Correct, since the right to sublet exists as a 
matter of law under all circumstances.
c. Incorrect, since the right to sublet depends on 
the lessee’s right to assign.
d. Incorrect, since the right to sublet and assign are 
essentially the same.
7. Fine’s statement that he will be discharged from 
liability to pay rent upon obtaining Jay’s consent to assign 
the lease is
a. Correct, since Jay’s consent is equivalent to a 
novation.
b. Correct, since Bean has assumed all of the obli­
gations under the lease.
* c. Incorrect, since the mere assignment of the lease 
with Jay’s consent does not constitute a release.
d. Incorrect, since Fine may only be discharged by 
a signed release.
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8. Fine’s statement that he will be discharged from 
liability to pay rent upon obtaining Jay’s consent to sublet 
is
a. Correct, since Jay’s consent is equivalent to a 
novation.
b. Correct, since Bean has assumed all of the obli­
gations under the lease.
* c. Incorrect, since the mere subletting with Jay’s 
consent does not constitute a release.
d. Incorrect, since Fine may only be discharged by 
a signed release.
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PART 2 — ILLUSTRATIONS THAT OBJECTIVE ITEMS CAN TEST 
CONTENT AT VARIOUS LEVELS OF COGNITIVE SKILL
Part 2 demonstrates that objective items can test concepts included in the domain of the Examination at various levels 
of cognitive skill. While there are several models of cognitive skills, the following model is widely used in research and 





- ability to remember previously learned material.
- ability to grasp the meaning of material.
- ability to use learned material in new and concrete situations.
- ability to break down material into its component parts, so that its 
organizational structure may be understood.
Synthesis 
Evaluation
- ability to put parts together to form a new whole.
- ability to judge the value of material for a given purpose.
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ACCOUNTING AND REPORTING — A
KNOWLEDGE
Questions Answers
For items 1 through 8, select from the following list the
letter of the treatment being described. A letter may be 1.
used more than once or not at all. 2.
a. Revenue 3.
b. Expense 4.
c. Discontinued operation 5.
d. Extraordinary item 6.
e. Cumulative effect of an accounting change 7.
f. Prior period adjustment 8.
g. Contra equity account
1. The excess of cost over market value of the long­
term investments in marketable equity securities.
2. Interest on long-term debt.
3. Interest on long-term investments.
4. Increase in depreciation expense due to a decrease 
in the estimated useful life of a group of assets.
5. Increase in depreciation expense due to the adop­
tion of straight line and the discontinuance of the declin­
ing balance method of calculating depreciation.
6. Damages from an earthquake that is both unusual 
and infrequent.
7. Flood damage that recurs frequently.
8. Proceeds from the sale of an identifiable business 
segment less the carrying amount at the date of sale.
C-19
a. b. c. d. e. f. g.
APPLICATION
Items 9 through 15 are based on the following information:
Best Corporation





_____ December 31, 
1982 1981
Year ended December 31,
1982 1981
Common stock
Balance 1/1 $ 900,000 $ 900,000
Sold 4/1/82 100,000 —
20% stock dividend,
6/1/82 200,000 —





Total current assets 


















Total liabilities and 
stockholders’ equity


































$ 630,000 $ 330,000
















$ 700,000 $ 170,000
• Although Best will report all changes in finan­
cial position, management has adopted a format empha­
sizing the flow of working capital.
• During 1982, Best sold, at a $10,000 loss, fixtures 
with a book value of $30,000 ($100,000 cost minus $70,000 
accumulated depreciation). This loss was included in the 
income statement. Depreciation expense for 1982 was 
$130,000. Best purchased $630,000 of new fixtures dur­
ing 1982.







9. How much working capital provided by operations 






10. How much working capital was provided by the sale 






9. How much working capital provided by operations 
during 1982 should be reported in the statement of changes 
in financial position?






12. What is the weighted average number of shares that 
















15. Best debited retained earnings on June 1, 1982, for 
the market value of the stock dividend. The market value 






13. Best’s current ratio at December 31, 1982, is
Answer: 1.78
ANALYSIS
16. Hart Company pays all its salaried employees biweek­
ly. The payroll is paid on Friday for the two-week period 
ended that day. Overtime payments and deductions for 
overpayments are made in the next biweekly period. Data 
relating to salaries earned in December 1986 are as follows:
• Last payroll was for the period ended 12/26/86.
• Overtime pay earned in the period ended 12/26/86 was 
$4,200.
• Overpayments made in the period ended 12/26/86 
totaled $1,800.
• Remaining work days in 1986 were December 29, 30, 
and 31, on which days there were no overtime or 
overpayments.
• The recurring biweekly salaries totaled $75,000.






17. Hall Company’s inventory at December 31, 1984 was 
$1,500,000 based on a physical count of goods priced at 
cost, and before any necessary year-end adjustment 
relating to the following:
• Included in the physical count were goods billed to a 
customer F.O.B. shipping point on December 31, 1984. 
These goods had a cost of $30,000 and were picked up 
by the carrier on January 10, 1985.
• Goods shipped F.O.B. shipping point on December 28, 
1984, from a vendor to Hall were received on January 
4, 1985. The invoice cost was $50,000.
What amount should Hall report as inventory on its 





18. Penn Company is a manufacturer of chewing gum. 
During the year, a health hazard related to one of its pro­
ducts was discovered. It is considered probable that 
liabilities have been incurred. Based on past experience, 
a reasonable estimate of the amount of loss can be made.
An estimated loss from the health hazard should
* a. Be accrued because it was considered probable 
that liabilities have been incurred and that, based 
on past experience, a reasonable estimate of loss 
can be made.
b. Be accrued because, based on past experience, 
a reasonable estimate of loss can be made.
c. Be accrued because it was considered probable 
that liabilities have been incurred.
d. Not be accrued because it was only considered 
probable that liabilities have been incurred.
19. Orr Company had the following bank reconciliation 
at March 31, 1986:
Balance per bank statement, 3/31/86 $46,500
Add: Deposit in transit 10,300
56,800
Less: Outstanding checks 12,600
Balance per books, 3/31/86 $44,200




All reconciliation items at March 31, 1986, cleared through 
the bank in April. Outstanding checks at April 30, 1986, 
totaled $7,500. What is the amount of cash disbursements 





Items 20 and 21 are based on the following information:
Rex and Company had the following information re­
lating to its accounts receivable at December 31, 1984, and 
for the year ended December 31, 1984, and for the year 
ended December 31, 1985:
Accounts receivable at 12/31/84 $1,200,000
Allowance for doubtful accounts
at 12/31/84 60,000
Credit sales for 1985 5,300,000
Collections from customers for 1985 4,650,000
Accounts written off 9/30/85 75,000
Estimated uncollectible receivables per
aging of receivables at 12/31/85 110,000
20. At December 31, 1985, Rex’s allowance for doubt­





21. At December 31, 1985, Rex’s accounts receivable, 






ACCOUNTING AND REPORTING — B
KNOWLEDGE
1. The property, plant, and equipment of a not-for- 
profit hospital should be accounted for as part of
* a. Unrestricted funds.
b. Restricted funds.
c. Specific purpose funds.
d. Other nonoperating funds.
2. For federal tax purposes, which of the following is 
a capital asset?
a. Machinery used in manufacturing a product.
b. Treasury stock.
* c. Goodwill.
d. Real estate used in business operations.
COMPREHENSION
3. In 1984 Kott provided more than half the support 
for the following relatives, none of whom qualified as a 




None of these relatives had any income, nor did any of 
these relatives file an individual or a joint return. All of 
these relatives are U.S. citizens. Which of these relatives 






4. Cura Foundation, a voluntary health and welfare 
organization supported by contributions from the general 
public, included the following costs in its statement of func­
tional expenses for the year ended December 31, 1983:
Fund raising $500,000
Administrative (including data processing) 300,000
Research 100,000






5. Jones Company manufactures and sells one product 
whose selling price is $16 and whose total costs to produce 
and sell may be broken down as follows:
Variable costs $8
Fixed costs $5
The contribution margin ratio always will increase if the 
a. Breakeven point increases.
b. Breakeven point decreases.
* c. Variable costs as a percentage of net sales 
decrease.
d. Variable costs as a percentage of net sales 
increase.
6. Barbaro Corporation’s retained earnings at January 
1, 1982, was $600,000. During 1982 Barbaro paid cash 
dividends of $150,000 and received a federal income tax 
refund of $26,000 as a result of an IRS audit of Barbaro’s 
1979 tax return. Barbaro’s net income per books for the 
year ended December 31, 1982, was $274,900 after deduc­
ting federal income tax of $183,300. How much should 
be shown in the reconciliation schedule M-2, of form 1120, 





7. If the discount rate is increased from 10% to 12%, 







1. What type of EDP system is characterized by data 
that are assembled from more than one location and 
records that are updated immediately?
a. Microcomputer system.
b. Minicomputer system.
c. Batch processing system.
* d. Online real-time system.
For items 2 through 5, what information should a suc­
cessor auditor obtain during the inquiry of the predecessor 
auditor prior to acceptance of the engagement?
Answers
2.
2. Facts that bear on the integrity of management. 3.
4.
3. Disagreements with management concerning audit­
ing procedures.
4. Whether statistical or nonstatistical sampling was 
used to gather evidence.
5. The effect of the client’s internal audit function on 
the scope of the independent auditor’s examination.
5.
7. Billing arrangements and the basis on which fees are 
computed.
For items 6 through 8, which of the following matters Answers
should generally be included in an audit engagement letter?
6. Management’s responsibility for the financial 6.
statements. 7.
8.






9. The independent auditor selects several transactions 
in each functional area and traces them through the en­
tire system, paying special attention to evidence about 
whether or not the control features are in operation. This 
is an example of a
a. Control test.
* b. Compliance test.
c. Substantive test.
d. Functional test.
10. In general, material irregularities perpetrated by 





11. An auditor may conclude that depreciation charges 
are insufficient by noting
a. Large amounts of fully depreciated assets.
b. Continuous trade-ins of relatively new assets.
* c. Excessive recurring losses on assets retired.
d. Insured values greatly in excess of book values.
12. An auditor plans to examine a sample of 20 purchase 
orders for proper approvals as prescribed by the client’s 
internal accounting control procedures. One of the pur­
chase orders in the chosen sample of 20 cannot be found, 
and the auditor is unable to use alternative procedures to 
test whether that purchase order was properly approved. 
The auditor should
a. Choose another purchase order to replace the 
missing purchase order in the sample.
b. Consider this compliance test invalid and pro­
ceed with substantive tests since internal 
accounting control can not be relied upon.
* c. Treat the missing purchase order as a deviation 
for the purpose of evaluating the sample.
d. Select a completely new set of 20 purchase 
orders.
13. When the desired reliability is increased from 95% 






Items 14 and 15 are based on the following information:
The diagram below depicts the auditor’s estimated 
deviation rate compared with the tolerable rate, and also 
depicts the true population deviation rate compared with 
the tolerable rate.
_____ True State of Population
Deviation Rate Deviation Rate
















14. In which of the situations would the auditor have pro­





17. Alpha Company uses its sales invoices for posting 
perpetual inventory records. Inadequate internal account­
ing controls over the invoicing function allow goods to be 
shipped that are not invoiced. The inadequate controls 
could cause an
a. Understatement of revenues, receivables, and 
inventory.
b. Overstatement of revenues and receivables, and 
an understatement of inventory.
* c. Understatement of revenues and receivables, and 
an overstatement of inventory.
d. Overstatement of revenues, receivables, and 
inventory.
EVALUATION
18. A conceptually logical approach to the auditor’s 
evaluation of accounting controls consists of the follow­
ing four steps:
I. Determine the accounting control procedures 
that should prevent or detect errors and 
irregularities.
II. Evaluate any weakness to determine its effect on 
the nature, timing, or extent of auditing pro­
cedures to be applied and suggestions to be made 
to the client.
III. Determine whether the necessary procedures are 
prescribed and are being followed satisfactorily.
IV. Consider the types of errors and irregularities 
that could occur.
15. As a result of compliance testing, the auditor under­
relies on internal accounting control and thereby increases 





16. To test for unsupported entries in the ledger, the direc­
tion of audit testing should be from the
a. Journal entries.
* b. Ledger entries.
c. Original source documents.
d. Externally generated documents.
What should be the order in which these four steps are 
performed?
a. I, II, III, and IV.
b. I, III, IV, and II.
c. III, IV, I, and II.
* d. IV, I, III, and II.
19. In which of the following circumstances would a CPA 
who audits XM Corporation lack independence?
a. The CPA and XM’s president are both on the 
board of directors of COD Corporation.
* b. The CPA and XM’s president each owns 25% 
of FOB Corporation, a closely held company.
c. The CPA has a home mortgage from XM, which 
is a savings and loan organization.
d. The CPA reduced XM’s usual audit fee by 40% 




For items 20 through 23, indicate the type of report that 
should be rendered by writing the appropriate letter from 
the following listing on a separate answer sheet.
The auditor’s report must contain an expression of opin­
ion or a statement to the effect that an opinion cannot 
be expressed. Five types of reports that meet these require­
ments are generally known as
a. An unqualified opinion.
b. A qualified “except for” opinion.
c. A qualified “subject to” opinion.
d. An adverse opinion.
e. A disclaimer of opinion.
Unless there is an implication to the contrary in the situa­
tion as stated, you may assume that the examination was 
made in accordance with generally accepted auditing stan­
dards, that the financial statements present fairly the finan­
cial position, results of operations, and changes in finan­
cial position in conformity with generally accepted accoun­
ting principles applied on a consistent basis, and that the 
statements include adequate informative disclosure 
necessary not to be misleading.
20. During the course of an examination, a CPA suspects 
that a material amount of the client’s assets have been 
misappropriated through fraud. The client refuses to allow 
the auditor to expand the scope of the examination suffi­
ciently to confirm these suspicions.
21. Balsam Corp. is engaged in a hazardous trade and 
cannot obtain insurance coverage from any source. A 
material portion of Balsam’s assets could be destroyed by 
a serious accident. Balsam has an excellent safety record 
and has never suffered a catastrophe.
22. Dogwood Corp. owns properties representing 80% 
of its total assets, which have substantially appreciated 
in value since the date of purchase. The properties were 
appraised and are reported in the balance sheet at the ap­
praised values with full disclosure. The CPA believes that 
the values reported in the balance sheet are reasonable.
23. A CPA was engaged to examine Fig Wholesale 
Corp.’s financial statements after the close of Fig’s fiscal 
year. On completing the examination, the CPA is satisfied 
that Fig’s financial statements are presented fairly, except 
that the CPA is not satisfied that Fig’s inventory is fairly 
stated on the balance sheet date. The amount of the inven­







a. b. c. d. e.
BUSINESS LAW
KNOWLEDGE
1. In determining whether the consideration require­
ment has been satisfied to form a contract, the courts will 
be required to decide whether the consideration
* a. Was bargained for.
b. Was fair and adequate.
c. Has sufficient economic value.
d. Conforms to the subjective intent of the parties.
APPLICATION
3. Kemp entered into a contract to sell Ward a parcel 
of land. Kemp was aware that Ward was purchasing the 
land with the intention of building a high-rise office 
building. Kemp was also aware of the fact that a subsur­
face soil condition would prevent such construction. The 
condition was extremely unusual and not readily discover­
able in the course of normal inspections or soil evalua­
tions. Kemp did not disclose the existence of the condi­
tion to Ward, nor did Ward make any inquiry of Kemp 
as to the suitability of the land for his intended develop­
ment. Kemp’s silence as to the soil condition
* a. Renders the contract voidable at Ward’s option. 
b. Renders the contract voidable at Kemp’s option. 
c. Renders the contract void.
d. Does not affect the contract’s validity.
2. Below is a note that Best Realtors obtained from 
Green in connection with Green’s purchase of land. The 
note was given for the balance due on the purchase and 
was secured by a first mortgage on the land.
$900,000.00 Rye, N.Y.
May 1, 1985
For value received, six years after date, I promise 
to pay to the order of Best Realtors NINETY 
THOUSAND and 00/100 DOLLARS with interest 
at 16% compounded annually until fully paid. This 
instrument arises out of the sale of land located in 
N.Y. and the law of N.Y. is to be applied to any ques­
tion which may arise. It is secured by a first mort­
gage on the land conveyed. It is further agreed that:
1. Purchaser will pay the costs of collection 
including attorney’s fees upon default.
2. Purchaser may repay the amount outstanding 
on any anniversary date of this note.
Ted Green /s/
This note is a
* a. Negotiable promissory note.
b. Negotiable investment security under the UCC.
c. Nonnegotiable promissory note since it is 
secured by a first mortgage.
d. Nonnegotiable promissory note since it permits 
prepayment and requires the maker’s payment 
of the costs of collection and attorney’s fees.
ANALYSIS
4. Ted Marx sent Stahl & Co. a signed letter on January 
3, 1986 offering to sell his warehouse for $95,000. The 
letter indicated that the offer would remain open until 
January 30, 1986. On January 26, Stahl wrote Marx that 
it would be willing to pay $88,000 for the warehouse. The 
letter was received by Marx on January 29. On January 
28, Stahl was advised that a similar property had been sold 
for $99,000. Based on this information, Stahl telephoned 
Marx on January 28 and accepted the original offer of 
January 3. Marx refused to sell the warehouse to Stahl 
for $95,000. Which of the following statements is correct?
* a. Stahl’s acceptance on January 28, formed a con­
tract which bound Marx to the terms of his 
original offer.
b. Marx’s letter dated January 3 is a firm offer 
under the UCC.
c. Stahl is barred under the parol evidence rule 
from introducing evidence of its oral acceptance 
since it contradicts its letter dated January 26.
d. A contract was never formed since Stahl’s let­
ter of January 26 was a counteroffer which ter­
minated Marx’s offer when mailed.
5. On April 3, 1985, Fier entered into an oral employ­
ment contract with Reich, whereby Reich was hired as a 
sales manager for a term of one year. Although Fier and 
Reich did not agree to a definite starting date, Fier in­
dicated that Reich could begin employment that same day 
or any time prior to April 15, 1985. Reich began working 
on April 10. On June 15, Reich was fired without cause. 
If Reich sues for breach of the employment contract and 
Fier asserts the statute of frauds as a defense, Reich will
* a. Prevail, since the contract was capable of being 
performed within one year.
b. Prevail, since the UCC statute of frauds applies. 
c. Lose, since the contract was not in writing and 
signed by Fier.
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APPENDIX F
HISTORICAL USE OF OBJECTIVE ITEMS 
ON THE UNIFORM CPA EXAMINATION
Objective items were used on the Examination for the 
first time in November 1948 on the Commercial Law sec­
tion. During the 1950s, objective items such as multiple 
choice, mixed-matching, and true/false were used occa­
sionally on all four sections of the Examination. Table 
F-1 provides comparative information on the use of objec­
tive items for each section of the Examination during 
that and the following two decades. The Auditing sec­
tion rarely used objective items, whereas the other three 
sections made limited use of objective items. The median 
number of points (out of a possible 100) devoted to the 
Accounting Practice, Accounting Theory, Auditing, and 
Business Law sections was 15, 10, 12, and 20, respec­
tively. Thus, objective items were used inconsistently and 
they contributed minimally to the total scores. Many 
times, responding to objective items was optional — that 
is, the candidate was required to answer three of five ques­
tions, one of the optional “questions” being a series of 
objective items.
In the 1960s, objective items were included in all sections 
of each administration of the Examination, except for 
the Auditing section, which contained objective items in 
only eight out of 20 administrations. Though they were 
used regularly on each administration, the total point 
value of the objective items on all sections remained low 
except in Business Law, which used true/false items exten­
sively. Objective items were used more frequently in the 
1960s than they had been in the 1950s, except in the 
Auditing section.
In the 1970s, all sections of each Examination administra­
tion included objective items. The significant change from 
the 1960s was that the percentage of each Examination 
section that consisted of objective items was increased 
to at least 40%. By November 1979, 40% of Accounting 
Practice, 50% of Accounting Theory and Business Law, 
and 60% of Auditing consisted of objective items. As 
of May 1974, all sections of the Examination were using 
the four-option multiple choice format exclusively for 
the objective items, except for the tax items on the 
Accounting Practice section, which had a fifth option 
(“none of the above”) for each multiple choice item. The 
1980s continued the increased use of multiple choice items. 
By November 1980, all four sections consisted of 60 per­
cent multiple choice items, and this percentage has since 
remained the same.
Table F-1
USE OF OBJECTIVE ITEMS — MAY 1950 THROUGH NOVEMBER 1959, 















(A) (B) (C) (A) (B) (C) (A) (B) (C)
Accounting Practice 13 18 20 25 20 66 15 15 40
Accounting Theory 7 17 20 10 20 40 10 10 40
Auditing 2 8 20 35 16 50 12 15 50
Business Law 13 20 20 20 180 50 20 36 40
(A) May 1950 through November 1959
(B) May 1960 through November 1969
(C) May 1970 through November 1979
* Total number of Examination administrations for each section was 20 (two per year).
* * Of the administrations that used objective items this was the median of 13 administrations.
* ** Total number of points for each section was 100.
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APPENDIX G
SUMMARY OF RESULTS OF 1985 SURVEY OF NATIONAL
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NOTES TO THE SURVEY SUMMARY
1. Examination Development Unit. Partial respon­
sibility for the development and scoring of the following 





















2. Number of U.S.A. Jurisdictions. Both NCEE (Land 
Surveying) and NBEO (Optometry) indicated that the 
number of jurisdictions using their examinations has 
increased continuously, and that this trend is likely to 
continue. NCSBN (Nursing) breaks several states into 
more than one jurisdiction, resulting in a total of 60.
3. Number of Examination Parts. PES (Veterinary 
Medicine) also administers a Clinical Competency Test 
which is separate from the primary examination. This 
examination is used currently in 40 jurisdictions, with 
the number expected to increase.
4. Item Formats Used. Many jurisdictions have sup­
plementary examinations developed for use in the in­
dividual jurisdictions. The practice varies widely by 
jurisdiction and by profession, and various types of writ­
ten, oral, and performance tests are used. The table and 
the following discussion are limited to item formats in­
cluded on the national examination.
NCARB (Architecture) uses a variety of objectively scored 
item formats, most of which are variations of the stan­
dard multiple choice (MC) item. In addition, two parts 
of the examination require graphic design by the can­
didate; these parts are scored individually by licensed 
architects. For 1986 administration, NCEE (Engineer­
ing) is developing free response items which will be 
machine scorable. These items will all have numerical 
answers, and the responses will be recorded in a manner 
similar to that in the following example:
EXAMPLE: a. 0 • o o o
1 o o o o
2 o o o o
3 o o • o
4 o o o o
5 o 0 o o
6 o o o o
7 o • O 0
8 o o o o
9 o o o •
The answer is 739.
This format may be used for both individual (indepen­
dent) items, or for sequential problem-solving items.
PES (Psychology) is developing a supplementary test that 
will contain sequential problem-solving items. This test 
will be designed to be administered by computer, which 
will branch automatically to the next step in the problem 
suggested by the candidate’s response to the previous 
question.
5. Method of Assigning Credit Toward Licensure. For 
both of the NCEE examinations (Engineering and Land 
Surveying), the typical time interval between Part 1 
and Part 2 is about 4 years. This is due to a post­
baccalaureate experience requirement that is prerequisite 
to taking Part 2.
For Public Accountancy, most jurisdictions require can­
didates to pass two sections of the Examination (or both 
parts of the Accounting Practice section) at one sitting 
before any credit is given toward passing the Examination.
6. Passing Score Determination. Both the Nedelsky 
and Angoff methods of setting passing scores are 
“criterion-referenced,” i.e., the passing score is set before 
each test administration based on expert judgment as to 
the minimum level of competency needed to pass the ex­
amination. Five of the examinations use criterion- 
referenced methods for setting passing scores, while the 
other seven use “norm-referenced methods,” i.e., set­
ting the passing score on the basis of the examination 
performances of current or previous candidates. Except 
for Public Accountancy, Psychology, and Veterinary 
Medicine, each examination uses a subset of previously 
administered items (generally an equating test) to help 
account for fluctuations in the difficulty level of any given 
test administration, thereby making scores received on 
different forms of the same test more comparable.
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7. Computation of Reliability. Kuder-Richardson For­
mula #21 (KR-21) is a variant of the more familiar KR-20, 
which estimates the internal consistency of a test. KR-21 
is always less than or equal to KR-20, and its use is limited 
to the case when it is reasonable to expect that all test 
items should have about the same level of difficulty. Kap­
pa is a coefficient of decision reliability. It is an estimate 
of the consistency of pass-fail decisions made on the basis 
of the examination, and it is almost always lower than 
KR-20. Split-half reliability is almost always greater than 
KR-20 when the test is split into two matching parts. When 
a test contains items which are grouped together by con­
tent area, difficulty, or in some other logical way, split­
ting the test between the odd and even items is the most 
common method of dividing the test into two matching 
parts.
8. Computation of the Standard Error of Measurement 
at the Passing Score (SEM @ Passing Score). The SEM 
@ Passing Score is an estimate of how many points a 
barely passing candidate’s score would change if similar 
version of the examination were taken again. There are 
four methods, recently described by Lord, for computing 
the SEM @ Passing Score. However, the choice of 
methods may be arbitrary for most practical purposes. 
NBME conducted a study comparing the four methods 
and found little difference among them, although 
Methods #3 and #4 resulted in slightly lower SEMs.
G-4
APPENDIX H
PSYCHOMETRIC ANALYSIS OF THE RELATIONSHIP BETWEEN 
THE ACCOUNTING PRACTICE AND ACCOUNTING THEORY SECTIONS 
OF THE UNIFORM CPA EXAMINATION
In evaluating the Examination’s structure, the Board con­
sidered whether Accounting Practice and Accounting 
Theory should remain separate sections or be combined. 
The primary evidence used to evaluate this question came 
from content analysis of the Content Specification Out­
lines (see Chapter 4) and from psychometric analysis of 
the correlations among the sections of the examination, 
and led to the decision to recommend restructuring the 
Accounting Practice and Accounting Theory sections. The 
psychometric analysis of the relationship between these 
two sections supports the content analysis discussed in 
Chapter 4.
Under the current Content Specification Outlines, as well 
as those in effect from 1983 to 1985, there has been a 
great deal of content overlap between the Accounting Prac­
tice and Accounting Theory sections of the Examination. 
Despite the large amount of content overlap between the 
two sections, it does not necessarily follow that there is 
a corresponding amount of psychometric overlap. That 
is, the two sections could be testing different parts of the 
same content domain, or even testing different ways can­
didates can approach the same content. For example, Ac­
counting Theory seems predominantly to test knowledge 
of accounting principles while Accounting Practice 
assesses more directly the ability of candidates to apply 
this knowledge.
To determine the amount of psychometric overlap, the 
correlation coefficient between the two sections can be 
examined. However, by examining the correlation between 
the two sections without incorporating information about 
their reliability coefficients, the true relationship between 
the content coverage of Accounting Practice and Account­
ing Theory would be underestimated. Rather, what needs 
to be estimated is the expected correlation between the 
two content domains if both tests were perfectly reliable. 
In psychometric terms, this is called “correcting for 
attenuation.” Specifically, the correlation between the con­
tent domains of Accounting Practice and Accounting 
Theory is being corrected for the less-than-perfect reliabili­
ty of the tests that are designed to measure each of them 
(Lord and Novick 1968; Nunnally 1968).
Because each of the Examination’s four sections 
(Accounting Practice, Accounting Theory, Auditing, and 
Business Law) is part of the overall domain of the CPA, 
positive correlations would be expected among them. 
Conversely, the sections are supposed to be measuring 
somewhat different knowledge, skills, and abilities; it 
would neither be expected nor desirable for those corre­
lations to be very large, because this would indicate too 
much psychometric overlap among sections. Table H-1 
shows the correlations (corrected for attenuation) among 
the four sections for the six Examination administrations 
from May 1983 through November 1985. It can be seen 
that there is much more overlap between practice and 
theory than among the other combinations of sections. 
In addition, the mean corrected correlation for practice 
and theory is so large (.918), that we learn relatively little 
about a candidate’s ability from administering the Ac­
counting Theory section if the candidate has already taken 
the Accounting Practice section, and vice versa.
Psychometric and content analyses of the Accounting 
Practice and Accounting Theory sections of the Exam­
ination support merging the Accounting Practice and 




CORRELATIONS AMONG SECTIONS OF THE 1983-1985 
UNIFORM CPA EXAMINATIONS CORRECTED 
FOR ATTENUATION DUE TO UNRELIABILITY*
1985 1984 1983 Mean
Nov May Nov May Nov May Correlation
Auditing and Law .771 .754 .809 .787 .849 .703 .783
Auditing and Theory .700 .710 .790 .707 .793 .784 .750
Auditing and Practice .659 .679 .735 .706 .752 .821 .730
Law and Theory .655 .680 .703 .749 .739 .749 .714
Law and Practice .619 .620 .670 .688 .703 .659 .661
Theory and Practice .908 .914 .909 .936 .930 .907 .918
*The formula for the correction for attenuation is




NUMBER OF OBJECTIVE ITEMS NEEDED 
TO COVER THE CONTENT DOMAIN TESTED BY AN ESSAY QUESTION OR 
PROBLEM ON THE UNIFORM CPA EXAMINATION
To determine the number of objective items needed to 
cover the same content domain as an essay question or 
problem, a sample of 19 essay questions and problems 
was selected from the total of the 112 essay questions and 
problems administered from May 1983 to May 1986. This 
period was chosen because content specification outlines 
were first put into effect for the May 1983 administra­
tion. The number of gradable concepts in each question 
was compared to the number of objective items necessary 
to cover those concepts. Table I-1 presents a summary 
of this analysis.
Table I-1 shows that the 339 gradable concepts tested with 
essay questions and problems could have been tested 
with 172 objective items. As a result, the content tested 
in problems could have been assessed in about half the 
time, and the content tested in essay questions could have 
been tested in about the same time, assuming each objec­
tive item required about 1.8 to 2.0 minutes to answer. This 
information was used to calculate the number of objec­
tive items needed for each section in Appendix J, Table 
J-1, column 3.
An example follows, using Accounting Practice — Part 
II, Problem #5, from the May 1984 administration. In 
this problem, 24 concepts constituted the grading basis 
as presented in Table I-2.
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Table I-1
SUMMARY OF NUMBER OF OBJECTIVE ITEMS NEEDED TO COVER 









Nov 1983 #4 20 9
May 1984 #5 19 11
Nov 1984 #5 22 13
Nov 1985 #5 21 10
Accounting Practice 
Part II
May 1986 #4 21 14
Nov 1984 #4 26 18
May 1984 #5 24 11
Accounting Theory
Nov 1985 #5 15 8
May 1985 #4 17 8
Nov 1984 #4 16 7
May 1984 #2 17 8
Auditing
May 1986 #4 13 5
Nov 1985 #2 14 8
May 1985 #5 15 8
Nov 1984 #3 15 8
Business Law
May 1986 #3 14 7
May 1986 #4 18 5
May 1985 #2 15 7




CONCEPTS CONSTITUTING GRADING BASIS OF A SAMPLE PROBLEM
_______________Concepts__________
_________________________Number of  
Gradable______ Objective Items Needed





























The essential concepts assessed in this problem could have been tested by 11 objective items. The estimated time needed 
for candidates to complete these 11 items is between 20 to 25 minutes, as compared to the 40 to 50 minutes allotted 
in the problem format.
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PROBLEM






Standard cost per unit $80.00
Input Total
3 lbs. @ $2.50 per lb. $ 7.50
5 hrs. @ $7.50 per hr. 37.50
$3.00 per direct labor hour 15.00
$4.00 per direct labor hour 20.00
Normal volume per month is 40,000 standard labor hours. Beal’s January 1984 budget was based on normal volume. 





25,000 lbs. @ $2.60
23,100 lbs.
40,100 hrs. @ $7.30 
$300,000
Required:
a. Prepare a schedule of budgeted production costs for January 1984, based on actual production of 7,800 units.
b. For the month of January 1984, compute the following variances, indicating whether each is favorable:
1. Direct materials price variance, based on purchases.
2. Direct materials usage variance.
3. Direct labor rate variance.
4. Direct labor efficiency variance.
5. Factory overhead spending variance.
6. Variable factory overhead efficiency variance.




SCHEDULE OF BUDGETED PRODUCTION COSTS 
BASED ON 7,800 UNITS
For the Month Ended January 31, 1984
Direct materials 7,800 units X 3 lbs. X $2.50 $ 58,500
Direct labor
Factory overhead:
7,800 units X 5 hrs. X $7.50 292,500
Variable 7,800 units X 5 hrs. X $3.00 117,000
Fixed 40,000 hrs. X $4.00 160,000
Total budgeted production costs $628,000
b.
1. Direct materials price variance, based on purchases 
($2.60 - $2.50) x 25,000 lbs. $ 2,500 unfavorable
2. Direct materials usage variance
[23,100 lbs. - (7,800 units x 3 lbs.)] x $2.50 $ 750 favorable
3. Direct labor rate variance
($7.30 - $7.50) x 40,100 hrs. $ 8,020 favorable
4. Direct labor efficiency variance
[40,100 hrs. - (7,800 units X 5 hrs.)] x $7.50 $ 8,250 unfavorable
5. Factory overhead spending variance
Actual total factory overhead
Budgeted total factory overhead at actual hours 
(40,100 x $3.00) + (40,000 x $4.00)




6. Variable factory overhead efficiency variance 
Budgeted total factory overhead at actual hours 
Budgeted total factory overhead at standard hours 
($117,000 + $160,000)




7. Factory overhead volume variance
Budgeted total factory overhead at standard hours
Applied total factory overhead (7,800 x 5 hrs. x 
$7.00)






Items 1 through 11 are based on the following information:






Standard cost per unit $80.00
Input Total
3 lbs. @ $2.50 per lb. $ 7.50
5 hrs. @ $7.50 per hr. 37.50
$3.00 per direct labor hour 15.00
$4.00 per direct labor hour 20.00
Normal volume per month is 40,000 standard labor hours. Beal’s January 1984 budget was based on normal volume. 





25,000 lbs. @ $2.60
23,100 lbs.
40,100 hrs. @ $7.30 
$300,000
1. In computing Beal’s budgeted production costs for 
January 1984, based on actual production of 7,800 units, 
direct materials should be
a. $57,750 (23,100 lbs. x $2.50)
b. $58,500 (7,800 units x 3 lbs. x $2.50)
c. $60,060 (23,100 lbs. x $2.60)
d. $60,840 (7,800 units x 3 lbs. x $2.60)
2. In computing Beal’s budgeted production costs for 
January 1984, based on actual production of 7,800 units, 
direct labor should be
a. $300,750 (40,100 hrs. X $7.50)
b. $292,730 (40,100 hrs. X $7.30)
* c. $292,500 (7,800 units x 5 hrs. x $7.50)
d. $284,700 (7,800 units x 5 hrs. x $7.30)
3. In computing Beal’s budgeted production costs for 
January 1984, based on actual production of 7,800 units, 
variable factory overhead should be
* a. $117,000 (7,800 units x 5 hrs. x $3)
b. $120,000 (40,000 hrs. x $3)
c. $139,600 [$300,000 - ($4 x 40,100)]
d. $179,700 [$300,000 - ($3 x 40,100)]
4. In computing Beal’s budgeted production costs for 
January 1984, based on actual production of 7,800 units, 
fixed factory overhead should be
a. $183,000 [$300,000 - (7,800 x 5 x $3)]
b. $180,000 [$300,000 - (40,000 x $3)]
c. $160,400 (40,100 hrs. X $4)
* d. $160,000 (40,000 hrs. x $4)
5. For the month of January 1984, the direct materials 
price variance, based on purchases, was
a. $2,310 favorable.
[23,100 lbs. x ($2.60 - $2.50)]
b. $2,310 unfavorable.
[23,100 lbs. x ($2.50 - $2.60)]
c. $2,500 favorable.
[25,000 lbs. x ($2.60 - $2.50)]
* d. $2,500 unfavorable.
[25,000 lbs. x ($2.50 - $2.60)]
6. For the month of January 1984, the direct materials 
usage variance was
* a. $750 favorable.
[[23,100 lbs. - (7,800 units x 31bs.)] x $2.50]
b. $750 unfavorable.
[[23,100 - (7,800 x 3)] x $2.50]
c. $780 favorable.
(Same except $2.60 instead of $2.50)
d. $780 unfavorable. (Same as c)
7. For the month of January 1984, the direct labor rate 
variance was
a. $7,800 favorable.
[($7.30-$7.50) x (7,800 units x 5 hrs.)]
b. $7,800 unfavorable. (Same as a)
* c. $8,020 favorable.
[($7.30-$7.50) x 40,100 hrs.]
d. $8,020 unfavorable. (Same as c)
8. For the month of January 1984, the direct labor 
efficiency variance was
a. $7,300 favorable.
[[40,000-(7,800 x 5)] x $7.30]
b. $7,300 unfavorable. (Same as a)
c. $8,250 favorable.
[[40,100-(7,800 X 5)] X $7.50]
* d. $8,250 unfavorable. (Same as c)
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9. For the month of January 1984, the factory overhead 
spending variance was
a. $19,700 favorable.
[$300,000 - (40,100x3) - (40,000 x 4)]
* b. $19,700 unfavorable. (Same as a)
c. $19,300 favorable. [300,000 - (40,100 x $7)]
d. $19,300 unfavorable. (Same as c)
10. For the month of January 1984, the variable factory 
overhead efficiency variance was
a. $3,300 favorable.
[$280,300 - ($117,000 + $160,000)]
* b. $3,300 unfavorable. (Same as a)
c. $ 300 favorable.
[(40,100 x $3) - (40,000 x$3)]
d. $ 300 unfavorable. (Same as c)
11. For the month of January 1984, the factory overhead 
volume variance was
a. $19,300 favorable.
[$300,000 - [40,100 x ($4 + $3)]]
b. $19,300 unfavorable. (Same as a)
c. $ 4,000 favorable.
[$277,000 - (7,800 x 5 x $7)]
* d. $ 4,000 unfavorable. (Same as c)
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APPENDIX J
CONTENT COVERAGE AND TIME ALLOCATION
ESTIMATED NUMBER OF OBJECTIVE ITEMS 
NEEDED TO COVER THE CONTENT DOMAIN
To determine the amount of time to be allocated to each 
section of the Examination, the number of objective items 
needed to cover the content domain was estimated by 
four different methods:
1. The minimum number of objective items needed 
to maintain current levels of reliability on the 
Examination, adjusted for content duplication on 
Accounting Practice and Accounting Theory.
2. The number of multiple choice items needed to 
cover, on a one-for-one basis, each concept as­
sessed by multiple choice items, essay questions, 
and problems on the May 1986 administration of 
the Examination, adjusted for content duplication 
on Accounting Practice and Accounting Theory.
3. The number of multiple choice items needed to 
cover the content domain currently examined by 
multiple choice items, essay questions, and prob­
lems. This analysis is based on a sample of essay 
questions and problems administered since May 
1983, the first administration for which Content 
Specification Outlines were used. Appendix I 
presents a summary of this analysis.
4. The number of multiple choice items that would 
equal the point value of the content covered using 
the present Examination structure.
Table J-1 presents a summary of the estimated number 
of objective items needed for each section, using each 
of the methods identified above. This analysis indicates 
that about 140 items would be needed to construct 
Accounting and Reporting — A, about 85 for Account­
ing and Reporting — B, and about 100 for Auditing and 
Business Law each. This analysis did not consider, how­
ever, that about 15% of the content domain for Business 
Law was eliminated effective with the May 1986 ad­
ministration of Examination, even though Examination 
time was not reduced. Therefore, the number of objec­
tive items for Business Law would be about 80.
AVERAGE TIME ALLOTMENT FOR 
EACH OBJECTIVE ITEM
Several sources of information were used to estimate the 
average time to allot for candidates to answer each item 
on the proposed examination. First, time allocations given 
to the objective parts of a number of certification and 
licensure examinations were reviewed. This information 
is summarized in Table J-2.
Sample items from these examinations were inspected, 
when available, to evaluate them for comparability in 
length and complexity to items used on the Examination.
In addition, information obtained from a variety of 
sources supports the impression that candidates taking 
the Examination generally spend less than the suggested 
maximum time responding to multiple choice items and 
more time than the suggested maximum to answer the 
essay questions and problems. This is consistent with the 
finding in Table J-2 that the time allocated to multiple 
choice items on the Examination has been greater than 
that for most other certification and licensure 
examinations.
Based on these considerations, 1.80 to 2.00 minutes 
should, on average, be sufficient for candidates to answer 
each objective item.
CONCLUSION
The time allocated to each Examination section in Chapter 
4 should be adequate to cover the content domain, allow 
most candidates to respond to each item, and retain or 




ESTIMATE OF NUMBER OF OBJECTIVE ITEMS 
NEEDED FOR EACH SECTION
Methods Discussed on Page J-1
(1) (2) (3) (4) Average
Accounting and Reporting — A 140 137 146 140 141
Accounting and Reporting — B 76 107 95 60 85
Auditing 86 103 80 100 92
Business Law 103 100 86 100 97
Table J-2






CPA (Accounting Practice) 330 120 2.75
CPA (Accounting Theory) 110 60 1.83
CPA (Auditing) 110 60 1.83
CPA (Business Law) 130 60 2.17
CPA (all sections) 680 300 2.27
CIA (all parts) 340 160 2.13
CMA (all parts) 240 130 1.85
IRS Enrolled Agent 540 340 1.59
Law 360 200 1.80
Medicine 1560 1900 0.82
Optometry 1290 735 1.76
Psychology 240 200 1.20
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APPENDIX K
EXCERPT FROM AICPA/NASBA 





FROM PAGES 22 AND 23
(d) The examination required to be passed as a condition for the 
granting of a certificate shall be in writing, shall be held  at least once 
a year, and shall test the applicant’s knowledge of the subjects 
of accounting theory, accounting practice, auditing, and such 
other related subjects as the Board may specify by rule. The 
time for holding such examination shall be fixed by the Board 
and may be changed from time to time. The Board shall pre­
scribe by rule the methods of applying for and conducting the 
examination, including methods for grading papers and de­
termining a passing grade required of an applicant for a cer­
tificate provided, however, that the Board shall to the extent 
possible see to it that the grading of the examination, and the 
passing grades, are uniform with those applicable in all other 
states. The Board may make such use of all or any part of the 
Uniform Certified Public Accountant Examination and Advi­
sory Grading Service of the American Institute of Certified 
Public Accountants and may contract with third parties to per­
form such administrative services with respect to the exami­
nation as it deems appropriate to assist it in performing its 
duties hereunder.
Comment. The Uniform Certified Public Accountant Examination 
and Advisory Grading Service, referred to in this provision, has for 
some years been consistently used by the board of accountancy (or 
its equivalent) of every American jurisdiction. Although the grading 
provided by that service is, as the name implies, only advisory, with 
each state board retaining ultimate authority to determine grades and 
passing requirements, it is obvious that uniformity among jurisdic­
tions in these matters is a matter of considerable importance.
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FROM PAGES 23 and 24
(e) An applicant shall be required to pass all parts of the exami­
nation provided for in subsection (d) in order to qualify for a 
certificate. If at a given sitting of the examination an applicant 
passes two or more but not all parts
  then the applicant shall be given credit for those 
parts that he has passed and need not sit for reexamination in 
those parts, provided that—
(1) the applicant wrote all parts of the examination at that 
sitting;
(2) the applicant attained a minimum grade of 50 on each part 
not passed at that sitting;
(3) the applicant passes the remaining parts of the exami­
nation within six consecutive examinations given after the 
one at which the first parts were passed;
(4) at each subsequent sitting at which the applicant seeks to 
pass any additional parts, the applicant writes all parts 
not yet passed; and
(5) in order to receive credit for passing additional parts in 
any such subsequent sitting, the applicant attains a min­
imum grade of 50 on parts written but not passed on such 
sitting.
Comment. This provision goes into unusual detail in prescribing the 
requirements applicable to the granting of partial credits where an 
applicant passes part but not all of the CPA examination at a given 
sitting (these requirements are commonly referred to as “condition­
ing” requirements). The reason for such detail is, as explained in the 
introductory comments, the desirability of uniform requirements 
among all jurisdictions so as to provide maximum latitude for trans­
ferability of credits and consequent mobility of applicants.
(f) An applicant shall be given credit for any and all parts of an 
examination passed in another state if such credit would have 
been given, under then applicable requirements, if the appli­
cant had taken the examination in this State.
(g) The Board may in particular cases waive or defer any of the 
requirements of subsections (e) and (f) regarding the circum­
stances in which the various parts of the examination must be 
passed, upon a showing that, by reason of circumstances be­
yond the applicant’s control, he was unable to meet such re­
quirement.
(h) The Board may charge, or provide for a third party adminis­
tering the examination to charge, each applicant a fee, in an 
amount prescribed by the Board by rule, for each part of the 
examination or reexamination taken by the applicant.
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